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FUTURE PATTERNS IN LIFE INSURANCE | 
DISTRIBUTION—AN EDUCATOR'S. 
VIEW 


S. S. HuEBNER 
University of Pennsylvania 
Two Fundamental Views Involved 


Is the American Agency System to Survive? 


During recent lecture tours the author was surprised nearly 
everywhere to be asked the following questions: “Do you think 
the field of a life underwriter is narrowing?” “What will be the 
future of the life-only underwriter in the next 25 years?” “What do 
you think of the possibility of combining general insurance and life 
insurance in many of the offices?” “Do you think it desirable for a 
man to be both a C.L.U. and a C.P.C.U.?” Such questions clearly 
indicate doubt and fear. 

There was a time not long ago when the thought prevailed gen- 
erally that a life underwriter needed only three attributes: good 
character, willingness to work, and aptitude to sell. Following 1927 
it became more and more apparent that a qualified life underwriter, 
like any other professional man, needed basically two additional 
attributes, namely, knowledge of subject matter involved and pro- 
fessional attitude. In fact, the American College of Life Under- 
writers with its Chartered Life Underwriter program of study was 
created to inculcate and foster these two latter attributes in the 
American agency system, in the same way they have been made a 
part of medicine, law, accounting, and the other professions. 

Frankly the mediocre, so-called salesman, unprepared in the 
areas of knowledge of subject matter and professional attitude, 
will to a large degree disappear from the life underwriting scene 
during the next 25 years. Competitively speaking, he will be out- 
distanced by the properly-prepared professional career underwriter, 
who will be sought increasingly by a public better educated to buy 
life insurance on a sound 

Whatever the trends in life insurance distribution by private 
insurers ‘may be during the coming 25 years, this article is based 
on the optimistic belief that there will be no risk to the individual 
career life underwriters who know their subject matter and deal 
with their clients in a professional manner. In fact, their lot will 
be greatly improved. They will be wanted more and more because 
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they represent an agency system that will furnish in the next 25 
years the desired client relationship which now prevails in other 
professions. 


Interpretation of “Patterns” as Used in this Article 

The American College Dictionary defines “pattern” in two ways, 
namely (1) a “Type in general,” and (2) a “Model proposed for 
or deserving of imitation.” Since this paper deals with the future, 
emphasis will be along the line of the second definition, namely, a 
model likely to become substantially the prevailing one. The whole 
subject will be reviewed institutionally and professionally in the 
light of past developments, as well as from the standpoint of what 
is going on in the minds of the users of life insurance and in the 
educational world. 

This discussion will not be concentrated upon the future use of 
a multitude of such sales devices as distribution by vending ma- 
chines and over-the-counter sales; by intensive monthly selling cam- 
paigns to honor some occasion; and by the use of limited policies, 
often promising large amounts at apparently small premium out- 
lays, the use of appealing contracts with fringes and special adver- 
tising of one kind and another, double indemnity indorsements in 
the event of accidental death, and plans granting financial advan- 
tages tax-wise. These sales devices cannot be regarded as setting a 
pattern. Although actuarially and legally correct, they seem to 
constitute minor arrangements as compared with a distribution sys- 
tem which stresses the four great fundamentals of life insurance, 
namely, protection against the absence of a decent investment es- 
tate or current income in the event of (1) premature physical death 
before retirement (the “casket death”), (2) temporary disability 
from accident or sickness, (3) total and permanent disability (the 
“living death”), and (4) old age (the “retirement death”). 

Minor arrangements or devices in distribution will undoubtedly 
continue for years to come, although their effect will be small in 
comparison with the total life insurance effort devoted to the afore- 
mentioned four fundamentals of life insurance protection. It is the 
intent of the author to deal here with what may be regarded as 
fairly permanent patterns on a large scale. These patterns will be 
regarded with reference to the opportunity of a client relationship 
on a professional, personal basis. 


The Various Future Patterns 


Based upon developments during the past 20 years, there are 
certain trends that indicate patterns of life insurance distribution 
which seem fairly certain to become more and more dominant in 
their respective areas during the next 25 years. These developments 
seem to offer the opportunity for developing a professional client 
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relationship between the insured and the field underwriter. Four 
such broad patterns deserve special mention. 


The Group Insurance Pattern 


The momentum of group life insurance has been extraordinary. 
The volume of such business in force in the United States has in- 
creased from $22.2 billion in 1945 to $101.3 billion in 1955 (4% times 
the 1945 total). The increase in ordinary life insurance during the 
same period was only slightly over two times, from $101.5 billion 
to $216.6 billion. Today group life insurance in force is nearly one- 
half the total of ordinary life insurance, although it only began oper- 
ating in 1912 and only exceeded $10 billion in force for the first time 
in 1935. Since 1935 group life insurance has increased nearly ten- 
fold (from $10 billion to $101 billion in 1955), while ordinary life 
increased only three-fold (from $70 billion to $216 billion). Today 
group life insurance represents, according to the Life Insurance Fact 
Book, “a policy for every second member of the country’s working 
force.” The average size policy under the group plan is $3,200 as 
compared with $2,720 under the ordinary life plan. 

Individual annuities in the United States number 1,252,000 and 
produce an annual income of $610 million. Group annuities repre- 
sent 3,473,000 individual certificates and show an annual income 
of $1,203 million. In the field of credit life insurance, individual 
policies number 5,001,000 for a total amount of $2.4 billion, whereas 
under the group plan master policies number 27,000, with a total 
of 22,965,000 certificates for a total amount of $14.7 billion. In the 
field of health insurance, benefits paid under individual policies in- 
creased from $101 million in 1948 to $319 million in 1955, whereas 
benefits under group plans increased during the same period from 
$225 million to $1,065 million. 

As already stated, such a momentum of growth in the mass pat- 
tern of distribution is truly extraordinary and will continue strong 
for many years to come. Yet, this pattern has thus far been limited 
mostly to the distribution of term insurance to the working class, the 
marginal group with only small liquid asests and with an income level 
adequate only to produce the customary necessities of life. Group 
term insurance is limited thus far to protection against premature 
death and temporary loss of income through accident and sickness, 
only two of the four fundamental objectives of life insurance from 
a family standpoint. While group insurance aims to solve these im- 
portant problems for small income workers, it does not yet (except 
in relatively few cases) provide for protection against the “living 
death” or for the accumulation of assets for annuities as a protec- 
tion against the “retirement death.” 

The services of group insurance may be extended greatly in 
future years. Maximum protection limits have been and may be 
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raised substantially, thus causing the plan to reach out considerably 
into the realm of the middle class incomes. Permanent and annuity 
forms of group policies should grow substantially. Package group 
policies will become prevalent, including not only death and old 
age protection, but also accident and sickness coverage for hospital, 
medical, and surgical expenses. 

It may be added that the group pattern offers an opportunity 
for a regular client relationship between the employer who obtains 
the master contract and the field underwriter or insurer, as the case 
may be. Employers (having the interest of their employees at 
heart) are usually superior in their ability to negotiate insurance 
than are individual certificate holders. They are likely to remain 
in contact with the insurer or life underwriter for many years. 

-It should also be noted that certain phases of medical treatment 
are now distributed professionally on a mass or group plan. Many 
skilled medical specialists are serving both large and small firms by 
providing employees life conservation examinations and by offer- 
ing treatment for accidents, poor eyesight, occupational diseases, 
- and other disability ailments. 

Many have argued that the group pattern will prove injurious 
to the American agency system. Frankly, the mediocre agent, un- 
educated in the subject matter involved in life underwriting and 
dealing generally with the poorer group of the population, is likely 
to be hurt. But that need not be the case with the full-time career 
underwriter equipped with a knowledge of subject matter and a 
professional attitude. 

Insurance is an excellent educator for more insurance. Group in- 
surance sows the seed for more insurance among the higher level 
of income earners, especially as a sense of obligation for decent 
family protection becomes improved through education provided 
by our universities, colleges, high schools, and other educational 
channels. The sense of family obligation for decent family protec- 
tion life-insurance-wise is now admittedly small. But, as will be 
explained later, the pace of educating and indoctrinating nearly 
all of the public in the religion and economic decency of having 
adequate life insurance in increasing tremendously. 

Improvement in educating the field underwriter force in the 
principles and practices of life insurance and in the need for a pro- 
fessional attitude is equally amazing. The future contact of educated 
underwriters with educated clients will mean a vast increase in the 
amount of. life insurance in force. Much of that increase will come 
from group policyholders representing a higher income level. These 
people, who were once entirely satisfied with the apparent suffi- 
ciency of their group life insurance on a term basis, will become 
convinced that decent treatment for dependents requires an amount 
of protection much larger than that offered by their particular group 








Future Patterns of Life Insurance Distribution—An Educator's View 13 


-coverage. In this area the educated, career life underwriter will 
find a real opportunity. 


The Individual Field Underwriter Pattern 


Personal life underwriters, working on a full-time, career basis, 
are here to stay; and, because of the increasing demand by insureds 
(increasingly on a client relationship status) for service based on 
extensive knowledge, growing numbers of such agents will be neces- 
sary. If the career underwriter masters his subject matter and has a 
professional attitude, he will have many opportunities to obtain 
clients from the following sources: 

(1) One-half of the United States working force is not covered 
by group life insurance. A growing proportion of this uncovered 
group is being increasingly educated and indoctrinated, through 
the country’s educational facilities, into a much finer sense of family 
obligation in terms of providing life insurance coverage for de- 
pendents. At present, life insurance in force per American family 
averages only slightly more than one year’s income. Life insurance 
premiums in the United States amount to about 3.5 per cent of an- 
nual disposable income. This particular source of clients would seem 
to be lasting because group life insurance is not likely to reach out 
to those working singly or within the smallest groups of employees. 

(2) Middle class families, and particularly those with $5,000- 
$10,000 incomes and over, constitute an excellent source for clients, 
especially because they are most amenable to progressive educa- 
tional programs which suggest a better sense of family responsi- 
bility. They are also most likely to take to programming, estate 
analysis, and tax motivation. These factors, plus concentration on 
the big earner will likely be the order of the future. 

These middle class families are marginal families, just as are the 
poorer families. They live in the realm of the “mental economics,” 
having a hard time to accumulate a surplus, just as the poorer 
families live in the realm of the “stomach economics.” They will 
more quickly take to the religious and moral concepts of life insur- 
ance. They will also accept the concept of the need for adequate 
protection through life insurance to protect the small business, 
profession, or vocation from which the family derives its economic 
support. These families will also be more easily influenced by the 
more liberal and comprehensive policies which will be offered in 
the future. 

(3) Business life insurance is a rapidly growing segment of the 
ordinary life field. It offers great opportunities of the properly- 
prepared life underwriter. Estimates indicate that this form of in- 
surance accounts for only about 10 per cent of the aggregate amount 
of life insurance bought by adults. The policies are said to number 
only 3 per cent of the total policies issued, although the average 
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size policy is $24,000. Such policies will increase greatly in num- 
ber with the increasing development of the client relationship be- 
tween the field underwriter and the insured. 

The many small business enterprises in this country offer an 
enormous opportunity for life underwriters in terms of providing 
protection for sole proprietorships, partnership, and close corpora- 
tions; key-man insurance; group policies offering all types of pro- 
tection; pension contracts; and the many requirements for life 
insurance used as “property insurance” to protect the non-life in- 
surance property estate of the insured. All of these types of coverage 
are reasonably sure to last in a pattern of distribution of service by 
individual underwriters. 

With reference to business life insurance, the insured will more 
and more demand the following services: 


Over-all programming of the insured’s requirements; 

Estate analysis; 

Economic advisorship in relation to life insurance matters; 

Settlement option advisorship; 

Appraisal of the human life value to ascertain the proper amount 
of life insurance to be recommended; 

Sub-standard risk considerations; 

Major medical insurance; 

Revaluation services from time to time. 


Again, with respect to any overall programming, the underwriter 
must give proper consideration to the need for three all-important 
segments of life insurance: (1) health insurance, (2) total and per- 
manent disability insurance, and (3) annuities. 

Health insurance is life insurance protecting the human life 
value against temporary loss of current earning power through acci- 
dent and sickness; and underwriters are more and more realizing 
that there must be in all programming a union of so-called life 
insurance with so-called health insurance. The two are teammates 
constituting an effective and dependable life insurance program. 

Total and permanent disability insurance is highly important 
to both family (man’s most important business ) and business (man’s 
secondary business to benefit the family). At age 35, according to 
Robert A. Brown, the chance of experiencing total disability of 
three months or longer before age 65 is reached is about 33 per 
cent, with the average length of disability in excess of five years. 
Nearly 30 per cent of all these total disabilities will be permanent.* 

Emphasis on annuities is vital because the retirement death has 
become much more serious than the premature casket death. As 


; as Journal of the American Society of Chartered Life Underwriters, Volume 
8, No. 1. 
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the author said recently in an address before the New York Chapter 
of C.L.U.’s: 


“With respect to the premature death, it may be said that it 
occurs only once out of Sos times, starting at age 30, that the 
widow is often able to make an economic adjustment, and that 
the children are often fairly near the self-sufficiency age. But 
when we contemplate the retirement death hazard, the occur- 
rence is absolutely certain, if the premature death has not 
avoided retirement, that the retirement happens twice out of 
three times, starting at age 30, and that the possibility of an eco- 
nomic readjustment is rare indeed. Moreover, while the popu- 
lation has doubled since 1900, the number of persons 65 year old 
and older has quadrupled. In the overwhelming mass of cases 
both husband and wife are survivors at age 65, and in the great 
majority of instances the wife will be the ultimate survivor since 
she has a longevity record about six years longer according to 
the mortality table and an additional few years on the average 
because of a younger age than her husband's at the time of mar- 
riage. 

Attention has already been called to the desirability of main- 
taining the appraised value of human life for life insurance 
pe ses to the retirement death period so that value may then 

iquidated for old age support in the form of a dependable 
annuity income. . . . Also let us remember the data furnished by 
the Twentieth Century Fund on the main scurces of income for 
persons aged 65 and over, namely for 33 per cent the main 
source of income consisted of social security benefits, etc.; 30 per 
cent because they were at work or were the wives of workers; 20 
per cent public assistance; 5 per cent in homes, hospitals, etc.; 
and only 12 per cent from savings, insurance, etc.” 


Many competent life underwriters adopt a policy of ignoring 
health insurance, total and permanent disability coverage, and an- 
nuities. That is unwise from the standpoint of good service in pro- 
gramming a client's life insurance. Moreover, these three great seg- 
ments of life insurance afford unusual opportunities to the indi- 
vidual career underwriter. Each segment will undergo enormous 
development in the near future. Collectively, they mean oppor- 
tunity to the able and educated individual underwriter so great 
that he may be sure that his calling cannot be dispensed with, and 
is, in fact, a growing one, capable of being handled only through 
the medium of individual professional advisors. 

A word should be added with respect to individual debit agents 
in the field of industrial life insurance. This type of life insurance 
has held its own during recent years but has not shown the vol- 
ume increases of the group and ordinary branches. This is due 
largely to inflationary tendencies and the smallness of the policy. 
The debit pattern will continue in the future; but, by way of adjust- 
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ment, monthly debit ordinary insurance will gradually wpaate 
the weekly debit. 


‘The Broker Pattern pT alg 

The insurance broker, serving either as an individual or as a 
brokerage firm, is here to stay. Like the individual (agent of the 
insurer) underwriter, the broker is the agent of someone under 
the law, usually the insured, although in some circumstances he 
may be the agent of the insurer. 

Brokers aim to spread their effort over the entire ordinary and 
group fields of life insurance, as well as over the property-liability 
fields. Some are small (just an individual) in their operations, and 
some have a limited knowledge of their subject matter and lack 
a professional attitude. Others are large firms, operating through- 
out the nation, and organized with specialists in both the life and 

non-life areas. In life insurance, the large firms are often equipped 
with competent actuarial and legal advisorship service. 

Originally, most brokerage firms confined their efforts mainly to 
the property-liability lines. But it became apparent that life insur- 
ance did not pertain only to the family business but was of extra- 
ordinary importance to the professional and vocational business of 
the insured. Accordingly, some of the larger brokerage firms set 
up special insurance departments with highly trained specialists 
and with every facility to handle not only family life insurance pro- 
grams but also so-called business life insurance involving group 
plans of all kinds; pension plans; key-man insurance; sole pro- 
prietorship, partnership, close corporation insurance; et cetera. 

In view of their hundreds, and sometimes thousands, of ac- 

counts (clients) in the fire, marine, liability, and other property 

insurance fields, it becomes relatively simple for brokers to enter 
into the client’s life insurance program for both business and family 
purposes. 

Moreover, the property insurance accounts furnish the broker 
with the detailed facts vital to proper programming and estate anal- 
ysis for life insurance purposes. Likewise, if a client is first secured 
via the life insurance account, it is likely that the property-liability 
insurance accounts may also be forthcoming. The important thing 
to note is that many brokers are already pursuing the client re- 
lationship with reference to the client’s full needs for all types of 
insurance. 





The All-Line Pattern 

It is becoming more and more the practice of property-liability 
companies to have a life insurance company affiliate. Similarly, life 
insurance companies are organizing and supporting property- 
liability company affiliates. This growing practice, when along 
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sound lines, is likely to stay. It indicates a certain unity in-insurance 

which is gradually being recognized, particularly in a highly com- 
petitive period like the present decade. Life insurance companies 
should not be disturbed seriously by the additional creation of life 
insurance affiliates by non-life companies. Existing private life in- 
surance on the books, although an apparently large volume amount- 
ing to $400 billion, represents only about 10 per cent coverage of the 
dollar value of human life values in our national economy, in terms 
of family protection. On the other hand, fire insurance coverage 
equals about 80 per cent of combustible property; and marine in- 
surance covers an even higher percentage of marine risks. 

The establishment of affiliates should not prove harmful to the 
individual career life underwriter if he has an adequate understand- 
ing of these lines. In fact, it has been argued that a professional life 
underwriter, having the co-operative services of all three affiliated 
companies, including the assistance of professional non-life under- 
writers, is given the opportunity to furnish the full insurance services 
required by his client. The managements of some of the new life 
affiliates have advised the author that only the finest talent will be 
sought for both home office and the field. They do not intend to 
undertake wholesale, promiscuous solicitation, with unprepared and 
unprofessional salesman, of all kinds of insurance for the sake of 
mere volume. 

This system has the advantage that an underwriter with one 
affiliate may ascertain a sales opportunity in the other line and 
then communicate it to a properly-equipped underwriter associated 
with an affiliate organized to handle such insurance. Again, although 
an insurance account originally started with only one of the three 
types of affiliates, the other affiliates, with permission, could be 
given a full acquaintance with the facts, thus more and more reach- 
ing out to obtain the entire insurance account of the client. In other 
words, initial existing accounts would serve as an entry to reach 
out for the acquisition of the other lines of insurance. 

Some years ago the manager of an all-line branch office in 
a large city, representing a group of affiliated companies, advised 
the author that life underwriters, plying their life insurance busi- 
ness, brought in sales opportunities for about $18 million of property- 
liability insurance to be transferred to experienced non-life under- 
writers; and the latter brought to the office sales opportunities for 
over $13 million of life insurance, this to be transferred for under- 
writing purposes to experienced and well-equipped life under- 
writers. 

This does not deny that there will be single companies (i.e., 
without separately-organized affiliates) doing an all-line line busi- 
ness, with promiscuous solicitation of all three divisions of insurance 
by field representatives insufficiently trained in the various lines. 
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The well-equipped life underwriter may be encouraged to “tack 
on” any of the non-life forms of insurance as opportunity offers. 
Similarly, the well-equipped property-liability underwriter is told 
to “tack on” any of the forms of life insurance. Some of these com- 
panies publicly advertise to prospective salesmen the opportunity 
of this permitted procedure as a substantial way of increasing their 
current commission incomes as compared with the pursuit of only 
one of the main branches of insurance with some other company. 

Instances of promiscuous solicitation of all kinds of insurance 
by the same company will likely last for some time during the 
present, highly-competitive decade. Yet the situation reveals a silver 
lining in that before long, owing to the rapid advancement of in- 
surance education for both underwriters and the buying public, 
these connanies will see the error of their ways and will emphasize 
to the underwriter proper preparation for every type of insurance 
he wishes to underwrite. 


Client Relationship Patterns 


- Frequent reference has been made in this article to (1) the 

shocking absence of a proper sense of obligation for adequate 
family protection with life and health insurance, (2) the vital 
importance of adequate preparation of the life underwriter in terms 
of a knowledge of his subject matter and professional attitude, and 
(3) the opportunity for development of a continuing client relation- 
ship in each of the aforementioned four patterns of life insurance 
distribution. 

Continuing client relationship with his insurance underwriter is 
important to all insureds, but especially so when the insured has 
procured many policies over a considerable number of years, as is 
usually the case. Under such circumstances, tise insured will realize 
that he has acquired his contracts from many persons; that many, 
if not all, of his policies have been “orphaned” long ago; and that 
his insurance program, if it can be called a program, is sadly dis- 
jointed and highly imperfect. 

The main support of a client relationship between insured and 
underwriter is insurance education along economic lines for both 
the insured and his underwriter. A program of well-organized eco- 
nomic education in insurance, largely absent in the 1920's, is now 
rapidly growing. That program is the most outstanding, forward- 
looking insurance movement in the United States. For this reason, 
the growth potential of life and health insurance (both teammates ) 
is enormous. Many, like Fortune (Magazine), already predict a 
trillion dollars of life insurance on the books within the next ten 
to fifteen years. And when the first trillion dollars has been attained, 
the second trillion will be secured much more easily. 

On the one hand, through the efforts of The American College of 
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Life Underwriters and the American Institute for Property and Lia- 
bility Underwriters, life (including health) and non-life insurance 
are rapidly being given a professional status on the collegiate level 
with their Chartered Life Underwriter (C.L.U.) and Chartered 
Property and Casualty Underwriter (C.P.C.U.) programs of study. 
The latter program (incorporated in 1940) naturally grew out of 
the former (incorporated in 1927), and both programs are similar 
in purpose and equally thorough in their respective fields. By way 
of illustration, the number of C.L.U. designation holders numbered 
nearly 6,200 in 1956; and an additional 8,700 had passed one or 
more, but not all, of the five professional examinations. For 1957, 
7,250 life underwriters were enrolled in 352 organized study groups 
in 193 cities, as compared with 291 groups in 168 cities in 1956. 
About half of all the enrollees are in organized groups conducted 
solely under the auspices of a university or college or by an institu- 
tion of higher learning working jointly with a C.L.U. Chapter or 
Life Underwriters Association. 

In the case of the American Institute for Property and Liability 
Underwriters, nearly 2,700 separate C.P.C.U. examinations were 
taken by over 2,000 persons in 1956. The total designation holders 
in 1956 amounted to nearly 1,700, while an additional 3,300 persons 
have credit for passing one or more of the examinations. 

In both the life and non-life areas, intermediate training and 
educational programs (the Life Underwriter Training Council pro- 
gram in life insurance and the Insurance Institute of America pro- 
gram in property-liability insurance) have also developed with 
amazing success. 

On the other hand, the nation’s universities and colleges are 
rapidly emphasizing the economics of insurance—so rapidly in fact 
that there is great difficulty in meeting the demand for well-trained 
teachers of insurance. In 1927, only 56 universities and colleges had 
courses emphasizing insurance economics, as distinguished from 
mathematics and law. Today the number is probably about 250. 
Under the leadership of the Life Insurance Institute and the Gradu- 
ate Workshop for Family Financial Security Education, insurance 
education of an economic character is entering the nation’s high 
school system at a rate of several hundred high schools per year. 

The significance of the aforementioned two-fold program was 
recently stressed as follows by the author in an address before the 
International Insurance Conference held in conjunction with the 
75th Anniversary of the Wharton School of the University of Penn- 
sylvania. 


“The two aforementioned insurance educational movements 
will mean, within the next 25 years, that a greatly enlarged edu- 
cated field force of underwriters will be contacting a greatly en- 











The Journal of Insurance 


larged insurance-educated and properly wane vat ny i 
The result will be the development of a client relationship be- 
tween the underwriter and his client, similar to what exists in 
medicine and law. Then ‘selling’ will become ‘teaching’ and ‘ad- 
visorship,’ as it should be. Then the present lack cf a sense of 
roper family responsibility will be superseded by much higher 
ife insurance per family than now prevails. Insurance education 
for both underwriters and the buying public is the great ally 
of the private insurance industry and insurance as an institution.” 


In closing, reference may again be made to the following four 
questions, referred to in the first section of this article—questions 
that clearly indicate doubt and fear: 

Do you think the field of a life underwriter is narrowing? 

ee will ry the future of the life-only underwriter in the next 

years 

What do you think of the possibility of combining general in- 

surance and life insurance in many of the offices? 

Do yay it desirable for a man to be both a C.L.U. and a 

P.C.U. 


As regards the first two questions, this article should leave no 
doubt or fear that the properly-educated life underwriter, in terms 
of knowledge of subject matter and professional attitude, will have 
a narrowing field of opportunity. Even as a life-only underwriter 
(assuming the inclusion of health insurance) he will have expand- 
ing opportunities which tend more and more to a lasting client 
relationship with his insured. 

With respect to the final two questions, the answers also seem 
clear. The growing multiple line pattern is here to stay. It is not 
objectionable to combine life and non-life insurance in the same 
office, assuming that the underwriter is properly trained and that 
there is no desire merely to “tack on” other forms of insurance for 
the sole purpose of increased commission income and greater vol- 
ume. There is no harm in a man striving to be both a C.L.U. 
and a C.P.C.U. The double program is a difficult one, and although 
there are some 80 persons who have both professional designations, 
the author feels there will likely never be many who will seek the 
double goal, except among teachers of insurance. Rather, what will 
happen is the establishment of partnerships between C.L.U.’s and 
C.P.C.U.’s, as in medicine, where that procedure by doctors of 
different skills is already noticeable. A C.L.U., who will handle a 
client’s life insurance affairs, will join in partnership with a C.P.C.U., 
who will handle the same client’s property-liability insurance needs. 
Thus their joint action, both assuming responsibility for their respec- 
tive professional fields, will establish a client relationship that will 
provide a service covering completely the insurance needs of the 
insured. 


























FUTURE PATTERNS OF LIFE INSURANCE 
DISTRIBUTION—A COMPANY VIEW 


CuarLes J. ZIMMERMAN 
The Connecticut Mutual Life Insurance Company 


Essentially, a company executive’s view of future trends of life 
insurance distribution should not differ significantly from that of 
an educator, trade association executive, or any other discerning 
viewer. The same vantage points are available to all. 

It is in the interpretation and evaluation of the current scene and 
developments that differences may be expected to arise. In the case 
of a company executive, these differences will vary in accordance 
with the judgment of the individual interpreting the scene and 
with the philosophy, type, size, and competitive status of the com- 
pany which he represents. 

Forecasting, be it economic, meteorological, or of any other 
nature, is not an exact science. Indeed, it is not even a dependable 
art. 
Despite these evident drawbacks, it is nevertheless desirable, 
and probably essential, that those entrusted with the future growth 
and development of any enterprise look into the crystal ball, avail- 
ing themselves of all possible aids to make certain that their vision 
is as close to 20-20 perfection and that the crystal ball is as unbe- 
clouded as is possible. 

In order to identify and then assess future patterns of life insur- 
ance distribution, it is necessary, first of all, to view the much 
broader panorama of economic, political, and social developments 
on the national and, indeed, the international scene. 

Thus, for example, trends in life insurance distribution will be 
acutely influenced by the rate and form of growth of the economy; 
the rate of increase in productivity; the distribution of the benefits 
of such increased productivity; the degree of stability or instability 
of our currency; changes in the level and in the rate of progression 
of taxes; the degree and form of development of so-called legislated 
security; and the ratio of responsibility to be shared by government, 
business, and the individual for his welfare and that of his family. 
These and many other economic, social, and political factors will 
have a direct and powerful influence on the distribution of life 
insurance. 

In recent years, with the availability more quickly of more 
data, along with greater knowledge of economic factors and ex- 
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perience with economic controls, economic forecasts ranging ten 
or more years into the future have become quite commonplace. 
Thus, it is predicted that there may be an increase in productivity of 
2% to 3 per cent per year, an accelerated growth in population, a 
rise in gross national product, and an increase in net disposable in- 
come in the years ahead. Indeed, economists are surprisingly in 
accord on their predictions in the above-mentioned and other areas. 
Although economists necessarily and rightfully permit themselves 
certain hedges, including especially that of avoiding any all-out 
hot war, they are almost unanimously of the opinion that, barring 
such a catastrophe, there will be a steady and almost uninterrupted 
progression toward these projected goals. 

The author has been privileged to have probing visits with a 
number of leading economists, all of whom have assured him that 
the underlying strength of our economy, our built-in economic and 
monetary controls, and the greater wisdom of our economic and 
political leaders, preclude any deep or prolonged recession or 
depression. Whenever the author has wondered out loud whether 
we are not overlooking the major variable factor of human nature 
- in this economic-projection formula and the important impact of 
individual and mass psychology on the economy, he has been 
indulgently reassured that the economic controls now available to 
government can quickly and effectively reverse any major down- 
turn in the economy, including those caused by mass psychology. 
He hopes—but still somewhat doubts—that the wisdom of mortal 
man has grown to this extent. 

Entirely aside from this, however, it is true that whether one 
buys all, or only part, of the projection of uninterrupted future eco- 
nomic growth, present decisions and planning for the future must 
be based on the best data available. There are certainly enough 
reliable factors in the economy to permit some broad conclusions 
as to future patterns of life insurance markets. 

It has been suggested that a population of 195 million; a gross 
national product of between $550 and $650 billion; and a net dis- 
posable income of $390 to $400 billion, in terms of the 1949-51 
dollar, may be anticipated by 1967. Of almost equal importance 
with ine growth of income will be its distribution. It seems rea- 
sonable to assume that the economic, political, and social forces 
presently at work will continue to push upward the elevator under 
the floor of the lowest income groups. At the same time a ceiling, 
although hopefully somewhat higher, will be kept over the income 
of our highest income group. 

The foregoing factors, plus where people will live, how they 
will live, and how they will earn their living, will determine their 
needs and desires. The extent, kind, and acuteness of their needs 
and desires will also thus be determined. The market for personal 
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insurance will further be influenced by the means, ability, and the 
willingness of people to fulfill their needs and desires for personal 
security and to discharge their social obligations to themselves, 
their families, their communities, and to the nation. 

This market will, in turn, be modified with regard to personal 
insurance by the kind and amount of compulsory or legislated se- 
curity in existence. It seems quite apparent that there will be a 
further expansion in the number of citizens brought under legis- 
lated security benefits. It seems quite possible that there will be a 
further increase vertically in present legislated benefits and that 
there perhaps may be some added benefits. The fact that the intake 
from Social Security taxes during the several fiscal years ahead will 
for the first time be less than the outgo of benefit payments during 
each of these years may act as a deterrent to the bi-yearly politically- 
inspired liberalization of legislated security at the federal level. If 
that is the case, Social Security may well continue to maintain the 
basic purpose for which it was designed; namely, to provide a 
subsistence level of benefits to our people, leaving to the individual 
the opportunity and the responsibility of carrying out his own finan- 
cial security plans for himself and his family. 


Projections for 1967 


Attention will now be turned briefly to crystal-ball gazing about 
life insurance production in 1967. There are various methods of 
estimating and computing the production of new life insurance ten 
years hence. One method is to assume an increase in the number 
of full-time agents and in the average production per agent, basing 
such a projection on past records. Another method is to project the 
ratio between new sales and disposable personal incéme into the 
future. A third device is to project either on a straight-line basis 
or a curvilinear basis the past growth of insurance sales. Use of all 
of these methods of projection indicates a production of new life 
insurance in 1967 of somewhere between $85 and $100 billion. 

Of these estimates for 1967, ordinary insurance would account 
for $65 billion, group insurance for clese to $25 billion, and indus- 
trial insurance for the balance. However, it is the author's opinion 
that weekly premium insurance is on the way down and monthly 
premium insurance on the way up. It seems quite clear that the 
combination agent will come in for a larger share of the ordinary 
market. It is quite probable, too, that the form of industrial insur- 
ance in 1967 will differ from that of today. This would change the 
above estimates for ordinary and industrial production. 

There are also various methods of computing the amount of life 
insurance which may be in force in 1967. The use of these varicus 
projections results in an estimate of total life insurance in force of 
somewhere between $750 and $800 billion. 
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A more difficult projection to make is that dealing with the num- 
ber of full-time agents under contract in 1967. This difficulty is 
created by the fact that current statistics as to the number of full- 
time agents under contract are not entirely dependable. It is fur- 
ther complicated by the fact that there is no clearcut, standardized 
definition of what a full-time agent is. However, using a figure of 
200,000 full-time agents under contract in 1957, projections show 
an increase of 30 per cent in the number of full-time agents by 1967. 
This would bring the number up to 260,000. The author feels that 
this figure may be somewhat optimistic and that a closer estimate 
might be 25 rather than 30 per cent. 

Much more important is the fact that the average production 
per agent will increase quite markedly between now and 1967. This 
will stem from a number of reasons which will be explored later. 
If the number of full-time men be divided into the total new busi- 
ness produced, as a basis of estimating this increase in average pro- 
duction, then the increase in 1967 as against the present year should 
range somewhere between 35 and 85 per cent. This, of course, 
includes group and industrial business. The figure itself has little 
meaning, except to indicate a marked increase in production per 
man, accompanied by a marked increase in earnings per agent. 

As against projecting the growth in number of full-time agents a 
decade ahead, the author feels it is more accurate to project the 
growth in number of agency outlets a decade hence. A Life Insur- 
ance Agency Management Association study of 71 ordinary com- 
panies shows that the number of agency outlets has increased 25 
per cent in the past ten years. A 40 per cent increase in the next 
ten years seems reasonable. There are a number of reasons for this. 
First, there ts the growth of population. Secondly, there is the in- 
crease in real earnings and buying ability of the population. Finally, 
life insurance agency outlets will follow the growth and movement 
of population and industry. 

Some interesting trends are evident in respect to the movement 
of population and industry. Prior to 1940, almost 50 per cent of the 
nation’s industrial plants were located in cities of 100,000 popula- 
tion or more. Today, only one-third of such plants are located in 
cities of that size, despite the increase in the number of cities with 
over 100,000 people. Thirty per cent of all new industrial plants 
founded since 1930 have been located in communities of 10,000 or 
less, 

With respect to the movement of population, it is well known 
that cities have grown much less rapidly than have their suburbs. 
In the decade between 1940 and 1950 the suburbs of Boston grew 
eight times as rapidly as did the city of Boston itself. During the 
same decade St. Louis had a growth of 6 per cent, whereas its 
suburbs had a growth of 48 per cent. More important, many of these 
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suburbs are shifting from the “bedroom type” of suburb, where 
people simply live and sleep while they work in the cities, to an 
— self-contained suburb, where people both live and 
work. 

Although it appears that cities will solve many of the problems 
which have strangled and blighted their growth and that they will 
be reinvigorated as population, business, and cultural heart centers; 
nevertheless, this trend of more rapid growth outside the geographic 
limits of the large cities will undoubtedly continue for a number of 
reasons. Most cities are already crowded within fixed geographic 
limits. Traffic conditions are deterrents to further rapid growth. 
Labor conditions and living conditions are more favorable outside 
the large cities. The policy of the Federal Government favors the 
dispersal of industry. The management policy of many industries 
favors diversification and decentralization. 

Life insurance agency management will call for closer super- 
vision in the future. This, in itself, will accelerate the trend toward 
more and smaller agency outlets outside the major metropolitan 
centers. 


Problems Facing Management 


Assuming the validity of the projections advanced above, an 
expanding economy and a greatly expanded life insurance market 
are assured. The basic question confronting a company executive is 
whether his company will capture its fair share of that market. Be- 
fore the company executive can answer this question, he must, 
first of all, assess a number of other factors. What kinds of product, 
what kinds of service, and what kinds of sales organizations will his 
company have and be faced with in competing for its share of the 
market. 

He is aware of certain trends, and he vaguely senses other possi- 
bly emerging patterns. 

Furthermore, the degree of maneuverability of the officers of 
any one company to meet these changing competitive conditions 
is apt to be limited by a number of factors. The age of the com- 
pany; its size and financial strength; its present methods of distri- 
bution; the strength and character of its sales organization; the size, 
location, and character of the market it now serves; its philosophy; 
as well as its past, present, and future objectives, all have a decided 
influence on the course of action decided upon by the company 
officers. 

For example, they know that the most rapid growth of the three 
basic forms of life insurance, namely, ordinary, group, and weekly 
premium, has been enjoyed by the group coverages. Will this dis- 
parity continue? The conclusion of the writer is that mass cover- 
ages will account for a larger share of the life insurance market, 
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with ordinary coverages still predominant and weekly premium 
coverages on a slow but steady decline. 


Growth of Mass Coverages 


A number of factors strongly favor the rapid growth of mass cov- 
erages. A change in social philosophy accounts for one such factor. 
At the turn of the century, employers overwhelmingly looked upon 
employees as they did upon machinery—discardable and replace- 
able at will. Still later, the concept developed that the employer had 
an obligation to his employees—that of providing a job and a fair 
wage. Today, employers have been charged with, and have assumed 
to the best of their ability, the responsibility not only of maintain- 
ing employment and paying a fair wage but of helping to provide 
welfare benefits for the employee and his dependents. Thus, life 
insurance and pension benefits are today the rule rather than the 
exception. More recently, group hospital, medical, and surgical 
benefits have come into the picture. Most recently, there has been 
a rapid growth of major medical benefits. 

The high basic levels and high rates of progression of indi- 
vidual and corporate income taxes have also accelerated the growth 
of mass coverages: They have made it possible for the corporate 
dollar often to buy more security benefits than the personal dollar. 
Business dollars used to secure welfare benefits may be charged 
off as a legitimate business expense, while the individual who uses 
his personal dollars to provide for his own welfare benefits has no 
such right. 

Finally, economies often exist in the sale and purchase of bene- 
fits on a group of lives as opposed to the sale and purchase of such 
benefits on an individual life. 

Officers of a life insurance company not presently engaged in 
the sale of mass coverages must raise and answer the question as 
to whether their company should enter this field. The social obliga- 
tion for doing so no longer exists, since there are already enough 
companies in the field to meet the needs and demands for these 
forms of coverage, and still others are entering this field. Hence, 
the question is only whether it is in the best long-range interest of 
the company, its field representatives, and its policyholders and 
beneficiaries to enter the group field. The effect of the expanding use 
of mass coverages on the growth of ordinary insurance must also be 
considered. 


Trend Toward All-Line Insurers 

Another marked trend, particularly of the last decade, has been 
the rapid growth of the accident and health business and the entry 
of a large number of life insurance companies into this field which 
at one time lay largely in the domain of the casualty insurers. In 
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the author’s opinion, there can be no question but that accident 
and health is personal insurance. Nor can a personal insurance 
program be complete unless it offers protection against loss from 
the three D’s—Dependency, Death, and Disability. 

Undoubtedly, the rapid growth of accident and health cover- 
ages, both group and individual, will continue in the decade ahead. 
Here again, the officers of a company not engaged in this line of 
business must ask themselves and answer the same questions posed 
above in connection with group coverages. 

Another trend which will continue in the decade ahead is that 
toward all-line sales activity. Presently, property-liability insurance 
companies are buying or establishing life insurance companies. 
Conversely, though to a lesser extent, life companies are buying 
or establishing non-life insurance companies. There is seen a more 
aggressive effort on the part of more life companies to develop 
production from non-life insurance agents, and an equally aggres- 


’ sive attempt on the part of more property-liability insurance com- 


panies to develop general insurance lines from life insurance agents. 

It cannot be truthfully said that any all-line company has yet 
reached an ideal or even satisfactory solution as to how to get 
the same agent to sell the various lines of life and non-life insurance 
to the same prospect. The development of diverse and balanced 
production presents many inherent difficulties. Those life com- 
panies which have, in recent years, entered the accident and health 
field know just how difficult it is to get a satisfactory volume of 
both life and accident and health production from the same agent. 
This difficulty is further enhanced where companies endeavor to 
get such balanced production from an individual agent in selling 
and serving an individual prospect. 

These difficulties, however, will not discourage endeavors in 
the future to obtain such diverse and balanced production. There 
seem to be obvious economies in having the same agent handle all 
of a client’s insurance. Certainly, efforts will be made to realize 
these economies, and companies will continue to try experiments 
with that objective in mind. 

It is quite probable that this trend will continue in the decade 
ahead. Prcpexty-liability insurance companies entering the life field 
are undoubtedly influenced by a number of factors, including the 
tax situation and the steadier and more rapid growth of life insur- 
ance. Such companies may also be influenced by the fact that a high 
percentage of the larger group cases have been written by the 
general insurance men who already represent them in property in- 
surance lines. Additionally, they hope to capitalize on the fact that 
they have already undergone the cost of building and maintaining 
a sales organization. If this already existent property insurance sales 
organization, with the addition of life insurance specialists in key 
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sales, training, and supervisory spots, can also produce a satisfactory 
volume of life business in addition to property insurarce, then, 
presumably the company, its field forces, and its policyowners all 
stand to gain. 

These companies also believe that the buyer would prefer to 
deal with one insurance source and one company in securing cov- 
erage for all his insurance needs, both property and personal, rather 
than with two or more sources and companies. 

Some of the motivations ascribed to property-liability insurance 
companies entering the life insurance field may generally be applied 
to life companies which enter the non-life insurance field. Addition- 
ally, the life company officers are apt to believe that the life insur- 
ance sale is a more creative and imaginative and, therefore, a more 
difficult sale than that of property insurance. Thus, they reason, it 
logically follows that the successful life insurance salesman will be 
able to take on the sale of property insurance with a minimum of 
time, effort, training, and education. 

It is quite probable that some companies will endeavor to ac- 
complish the all-line sale of insurance through a monthly debit 
system of operation, thereby meeting both the presumed desire of 
the buyer to deal with only one insurer while at the same time 
offering the convenience of monthly collection of premiums. 





Intensification of Competition 

In trying to evaluate the chances and degree of success of such 
undertakings, it is wise to keep in mind that those lines of insurance 
which have a relatively high ratio of acquisition costs to benefits 
paid and which require relatively less creative, face-to-face sales 
effort are most vulnerable to a different pattern of distribution than 
is currently embraced under the agency system. 

This would suggest that the property-liability insurers in the 
decade ahead face greater competition from direct writing com- 
panies, direct mail, over-the-counter, and other impersonalized dis- 
tribution methods than will be faced by the life companies, although 
both will be subject to this competition. 

Some of this competition is engendered by the continuous com- 
petitive pressure to reduce distribution costs. Presently, the insur- 
ance industry's capacity to produce exceeds the public’s buying 
power. This will be reflected in increasingly greater competition 
for a share of the consumer dollar. Life insurance will be faced 
with this keener competition both from outside sources and from 
within the business itself. It is only natural that in an era of such 
intense competition management will continuously seek more effec- 
tive and more economic distribution methods. Indeed, the lowering 
of gross premium rates and the issuance of so-called preferred 
policies have already tended to lower first-year commission costs 
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per thousand of insurance even where there has been no actual 
cut in the percentage of commission payment. 

In life insurance, this increased competition will result in all-out 
efforts to keep acquisition costs at the lowest level possible. It is 
quite probable that the acquisition cost for a $1,000 unit of life 
insurance will decrease or at least remain at its present level. On 
the other hand, the number of units per sale will increase by 50 per 
cent or more, thereby resulting in more dollars p2r sale than at 
present. The life underwriter also will step up the number of sales 
which he makes. Through this greater volume per sale and a greater 
number of sales, higher earnings will result for the agent. Indeed, 
it is essential that this result be attained, for life insurance will be 
competing for manpower in a market where the real earnings of all 
producers will be greater. And this will be a tight manpower 
market, especially during the next decade. 

Life insurance will be striving to even further raise the already 
high caliber of its field representatives in its recruitment of new 
sales personnel. It is preposterous to suppose that in the years 
ahead, when the productivity of our economy generally increases 
at a rapid rate, the productivity of the life insurance agent will not 
keep pace with that increase. 

To this end, the decade ahead will witness tremendous improve- 
ment in field management. This will come about because more will 
be known about how to select, train, supervise, and compensate 
field managers. It will come about because better field management 
is needed in order to attract and retain the higher caliber of recruit 
needed to represent the life insurance business. Most of these new 
recruits will have college degrees. An increasing number of them 
will come directly from the campus. Perhaps an apprenticeship 
system of establishing these recruits and introducing them to 
selling will come about. 

The extensive and intensive competition of the present and of 
the decade ahead will manifest itself in still other ways. The Ameri- 
can public has shown it is overwhelmingly in favor of the monthly- 
payment method. This method is preferred even by most of the 
high income families. Life insurance has in the past endeavored to 
meet this desire for monthly payments primarily through regular 
monthly premiums and salary allotment plans. Neither method has 
been entirely successful or satisfactory. More recently, the pre- 
authorized check plan has been offered by some companies. This 
plan has the advantage of greater convenience and economy for 
the policyowner over the regular monthly-premium plan. It is a 
step in the right direction, although undoubtedly not the ultimate 
step. 

Competition, too, lias encouraged the development of new policy 
contracts, generally to fit and appeal to a particular market. The 
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family policy, contracts designed for the split-dollar or bank-loan 
market, minimum amount forms, and so-ca!led preferred risk poli- 
cies are examples of this. Net cost competition similarly has re- 
vived some practices, such as unrealistic projections of terminal 
dividends, which ia the past were frowned upon as being semi- 
tontine in nature. Furthermore, there can be no doubt of the fact 
that intense competition in the group field has led to many unsound 
practices and abuses. 


Summary 


As stated above, not all of these developments are necessarily 
sound. Indeed, there is reason to believe that some may be un- 
sound, unfair, inequitable, and unfortunate. The pressure of compe- 
tition is often accompanied by pressure on management to yield to 
expediency at the price of principle and equity and to sacrifice 
long-range soundness te immediate gain. Incidentally, such press- 
ures on management are most often brought to bear by the field 
forces of the company. It is to be hoped that these unsound prac- 
tices and abuses will be modified and discontinued voluntarily by 
management so as to avoid any need for governmental investigation 
and corrective legislation, with its accompanying loss of public 
confidence and good will. The obligation of trusteeship imposed on 
life insurance imposes a responsibility on management to recog- 
nize and adhere to values outside and above those of the market 
place. 

And now to return to the subject of this paper: “Future Patterns 
of Life Insurance Distribution—A Company View.” 

Such a view might be summarized as follows: 

1. The over-all market for life insurance will keep pace with, 
and may well exceed, the rate of growth of our economy. People 
in this country are deplorably underinsured in relation to their 
needs and in relation to their ability to satisfy those needs for 
personal security. 

2. Despite the threat of unsound expansion of legislated secur- 
ity and the promise of more rapid growth of mass coverages, the 
‘ market for the sale of individual policies will be one of dynamic 
expansion. New markets will be developed, and underdeveloped 
markets will be more adequately exploited. This will be especially 
true of those markets presently made up of people in the lower 
economic, educational, and social strata. Furthermore, there will 
be a greater acceptance of life insurance in the future. Among other 
factors bringing this about will be the tremendous increase in 
benefit payments, which will result in greater understanding and 
appreciation of the importance of personal insurance. 

3. There will be intense competition for the greater number of 
disposable dollars in the hands of more people. 
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4. Within the life insurance business competition will be mani- 
fested in many forms. New policy forms, beamed at special mar- 
kets, more convenient methods of monthly payment, more intense 
net cost competition, extensive efforts to lower distribution costs— 
all these and other practices and patterns will emerge. 

5. Competition between various distribution methods will be- 
come more intense. Efforts to sell life insurance without the service 
of an agent will be made. The debit agent will move even more 
rapidly than at present out of the diminishing industrial field into 
the expanding ordinary field. Efforts to get balanced production of 
all forms of personal insurance through the same agent represent- 
ing the same company will be increased. Efforts to sell all forms of 
insurance—life and non-life—through the same agent will be en- 
larged. More independent insurance agencies handling all forms 
of insurance will be organized. These will be staffed by specialists 
in the various lines of insurance—just as doctors today establish 
clinics and medical service centers staffed by specialists in the vari- 
ous fields of medicine. 

6. Within this framework, there will be an even greater need 
and opportunity for the well-selected, well-trained, and well-super- 
vised full-time, career life underwriter representing primarily one 
company. His services will be in greater need to advise business 
organizations and to coordinate all forms of business insurance and 
welfare benefits. His services will be in greater need to advise the 
individual and to coordinate all forms of legislated, group, and 
individual security benefits into a sound, tailor-made financial 
security pattern. 

7. To recruit, select, train, supervise, and develop such a full- 
time career life underwriter will require more and more capable 
sales managers at the home office and the field level, as well as 
better selected, trained, educated, supervised, and compensated 
full-time career agents. 

8. Companies which recognize and anticipate the growth and 
developments of markets: which have a sound philosophy; which 
establish and adhere to sound objectives; which do not sacrifice 
principle to expediency; which are open-minded but not vacillat- 
ing; which have a firm faith in the importance and the value of the 
life underwriter in selling and serving the public and in the need 
and desire of the public for qualified, skilled, and personalized 
service; and which realize that attracting, developing, and retaining 
good men is infinitely more important than methods—those com- 
panies will capture their share of the market. 

In laying bets on the next decade, and the next, the best bet 
of all is not on markets nor methods, but on MEN. 








MANAGEMENT'S APPROACH TO 
ALTERNATIVE METHODS OF 
INSURANCE DISTRIBUTION 


Rosert A. RENNIE 
Nationwide Insurance Companies 


The pattern of insurance distribution is changing with increas- 
ing speed. All-line facilities are developing swiftly, with major 
property-liability insurance companies forming life affiliates and 
life companies forming non-life affiliates. 

Company managements are finding also that their insurance 
marketing practices no longer fit reality. Their sales policies and 
programs, drawn up in terms of long-accepted principles, fail to 
produce good results. It is the purpose of this paper to show why 
these managements must look to new marketing patterns for policy 
guidance and also to suggest some of the directions these newer 
distribution concepts appear likely to take. 

Insurance marketing still has many features which are peculiar 
to this business. Certain of these basic distinctions between insur- 
ance and other services must be preserved because of the inherently 
unique characteristics of the insurance contract. But, increasingly, 
the successful insurers are supplementing their sales programs with 
a wide variety of marketing techniques which have been applied 
effectively in other industries. 

In general, these newer distribution methods are based upon 
careful studies of insurance consumption patterns. These studies 
have used rigorous tools for market analysis which, to a large 
extent, are derived from comprehensive economic theories of con- 
sumer demand, on the one hand, and cost and price concepts, on 
the other. Many of the modern refinements stem from the theories 
of imperfect competition which stress the influences of advertising, 
product differentiation, and price policy as they relate to manage- 
ment decisions. And for the future, the concept of “collective capi- 
talism” suggested by Gardiner C. Means' appears to have great 
potential value for the marketing analyst, particularly as it seems 
to offer a more realistic description of the pricing policies of large- 
scale firms, including insurance companies. 


Earlier Innovations in Insurance Marketing 
Many current developments in insurance marketing find: their 


1G, C. Means, “Collective Capitalism and Economic Theory,” Science 
(August 16, 1957), pp. 287-293. 
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origins in the acute insights of earlier insurers. Some of the most 
conspicuously successful companies owe their rise to the technique 
of market segmentation. This generally took the form of finding 
and exploiting inequities in the accepted rating system.? Often, 
these insurers learned to rate successfully part of a group that was 
commonly considered an undesirable risk. At other times, they 
recognized what had previously been an unrecognized preferred 
group. 

There are many cases, involving both stock and mutual in- 
surers, which illustrate market segmentation. Zachariah Allen, for 
example, organized the first of the New England Factory Mutuals in 
1835 to provide low-cost fire insurance for selected cotton mills at 
a time when all factories paid a uniformly high rate. Prior to the 
Factory Mutuals, the insurers had no inspection system and made 
no effort to recognize that one risk could be better than another. 

In Sullivan County, New York, the cooperative mutuals have 
specialized in fire insurance on boarding houses in the Catskills. By 
strict inspection and close personal acquaintance they operate 
successfully with rates as much as one-third below those at which 
most companies lose money on this class of business. 

During the early development of automobile insurance, several 
companies recognized that farmers were a preferred class. At the 
same time, they developed unique distribution techniques to serve 
that market, including a sponsorship relation with state Farm 
Bureau organizations, membership fees, continuous policies, six- 
month premium payment plans, as well as policy billing and collec- 
tion by the companies. 

More recently, another insurer has recognized a similar preferred 
class among government employees for automobile, fire, and life 
insurance. To reach this market it has developed a specialized dis- 
tribution system. Much of its business is solicited by mail. A few 
special agents contact consumer groups directly in order to develop 
lists for mail solicitation.’ 

These random examples show how important it is for manage- 
ment to differentiate among differing groups of insurance buyers. 
They also demonstrate that different distribution methods have 
arisen in response to the service needs of these groups. To a large 
extent, the distinctive features of these alternative methods were 
created in order to serve more effectively those particular segments 
of the market. 


? The author is indebted to William A. Hyde, Assistant Casualty Actuary, 
Nationwide Insurance, for pointing out this significant factor in the history 
of many insurers. 

For a complete analysis of distribution methods, see John S. Bickley, 
Trends and Problems in the Distribution of Property-Liability Insurance, 
Research Monograph No. 91, (Columbus: The Ohio State University, 1956). 
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Insurance Distribution Methods and Management's 
Social Responsibility 

The insurance business now seems to have reached a crossroads 
in its development. This is particularly true of automobile insur- 
ance, where various related factors are causing difficulties. Legisla- 
tive measures, for example, are forcing broader application of auto- 
mobile insurance in more states. In many cases, the traditional 
rating formulas have not been adequate to keep pace with current 
losses and expenses. And, generally, higher claims and administra- 
tive costs are serving to aggravate existing competitive problems. 

Under these vexing circumstances, it is particularly important 
that all automobile insurers support policies and programs within 
the industry which will win continued public acceptance. If man- 
agements are to act in the public interest, it appears that they 
should base their decisions on the following general propositions: 

1. Private insurers must develop programs which provide ade- 
quate insurance services for all classes of motorists at reasonable 
premium costs. 

2. Insurance laws and regulatory provisions must be flexible, 
assuring opportunities for new developments in rating plans, pro- 
duct design, and distribution methods. 

3. The automobile insurance business can best serve the total 
market by using, not one, but several different distribution methods. 

If the industry is to continue applying the basic concepts of 
free, competitive enterprise to insurance, the above statements ap- 
pear self-evident. Unfortunately, there is considerable evidence 
that their validity is not universally accepted within the business. 
However, the insuring public is giving obvious support to insurers 
who place the welfare of policyholders foremost in their manage- 
ment decisions, despite the concerted efforts in some quarters to 
enforce orthodoxy and to curb the competitive inroads of dynamic 
independents. 

In this regard, the late Professor Joseph A. Schumpeter, whose 
theory of economic development forms the core of present ideas on 
economic growth, often stated that innovation and change are the 
essence of effective competition. To him, the competition that counts 
is “the competition from the new commodity, the new technology, 
the new source of supply, the new type of organization (the largest 
scale unit of control for instance )—competition which commands a 
decisive cost or quality advantage and which strikes not at the 
margins of the profits and their outputs of the existing firms but 
at their foundations and their very lives.” ¢ 

Schumpeter’s kind of competition is needed in the automobile 
insurance business if private insurers are to meet the challenges of 

*Joseph A. Schumpeter, Capitalism, Socialism and Democracy (New 
York: Harper and Brothers, 1947), pp. 84-85. 
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universal coverage and rising costs. Above all, bold innovations in 
product design, rating plans, and distribution methods will be 
needed. Although the leadership must come initially from top man- 
agements of the automobile insurers, regulatory officials share an 
important responsibility. They must keep the regulatory provisions 
sufficiently flexible to permit new ways of doing things in the 
public interest. As Charles Kettering once remarked, we must try 
“to find out what we shall do when we no longer can do what we 
are doing now.” 
Serving the Automobile Insurance Market 

There is mounting pressure to require all motorists to be financi- 
ally responsible for accidents for which they have liability. As this 
trend develops, it will mean that liability coverages must be sup- 
plied to virtually all motorists. Insurers must decide, therefore, 
whether this protection is to be provided through an acceptable 
system of private insurance or, in default of private action, by the 
state. The answer seems clear on both economic and social grounds. 
Private insurers must develop programs which provide adequate 
insurance protection for all classes of motorists. And these programs 
must be broader than merely extending the scope and activities of 
assigned risk plans. Such a course would be an open invitation to 
the establishment of state funds. 

Under the just-mentioned circumstances, the kind and character 
of private insurance programs are of crucial importance. There will 
be increased need for flexibility and experimentation if plans ac- 
ceptable to the public are to be developed. In cases where motorists 
buy automobile coverages on an involuntary basis, price looms 
even larger in their considerations than it has in the past. Obviously, 
where coverage is mandatory, questions will be raised as to what 
functions are being performed by agents or brokers, and whether 
the compensation received is justified in terms of the services 
rendered. In answer to these questions, it can be shown clearly 
that the acquisition costs of insurers vary according to distribution 
methods used to secure business. 

In general, the effective rates charged by companies employing 
the American Agency System have been higher than those levied 
by direct writers. Because price is a major factor motivating car 
owners in their choice of an insurer, stock companies using full 
bureau rates have had a decreasing share of automobile insurance 
in recent years. 

The importance of price has been stressed in several studies.® The 

5 Cf., for example, Thomas C. Morrill, “Management Returns from In- 
surance Research,” Journal of the American Association of University Teachers 
of Insurance (Fall, 1956), pp. 16, 17, 19; also The National Underwriter, 
“Auto Insurance Market Study is Outstanding Work” (August 22, 1957), pp. 
1, 2, 4, 21-24. 
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report of the National Bureau of Casualty Underwriters shows that 
not only are price considerations reported to be the major factor 
behind the growth of the low-rate companies, but they are the 
primary reason for past and anticipated future shifts between com- 
panies.* The other major reason cited for choosing a direct writer 
is recommendation by others. Even in this case, it can be assumed 
that in making the recommendation friends and neighbors stressed 
the price advantage. These findings are not necessarily inconsistent 
with other studies which conclude that price is not a significant 
factor in the demand for tangible commodities. In the case of an 
automobile, for example, its size, horsepower, and the brilliance of 
its chrome trim are symbols of status and prestige. The higher 
the price, the greater the personal satisfaction in many cases. An 
insurance policy is in a different category; it is an intangible, it 
cannot be seen, and there is little ego-involvement. If service fea- 
tures are acceptable, price becomes the dominant consideration. 

The above appears to be the case with automobile insurance 
because lower price does not seem to connote lower quality to 
policyholders of direct-writing companies. More than 90 per cent 
of those policyholders who recognize service differences believe 
their own automobile insurer offers the best service possible. They 
explain their insurer’s ability to charge lower rates in terms of 
volume, efficiency, and other operating policies.? Moreover, in the 
area of claim settlement, which, after all, is the most important serv- 
ice an insurer can render, some direct writers maintain that they 
render better service than the agency companies. They point out 
that their adjusters can settle claims on the spot, whereas the old- 
line agents lack full authority to settle claims. 

Price has not been the only reason for the rapid growth of the 
direct writers. The National Bureau study has shown that agencies 
under the American Agency System deal generally with upper mid- 
dle and higher income clients. Agents for the direct writers, on the 
other hand, work primarily with middle and lower income groups.® 
When it is considered that some 70 per cent of car owners have 
incomes below $6,000 annually, the ability of the direct writers to 
serve a broader market comes sharply into focus. 

The direct writers can look forward to increasing their share of 
the market on other grounds, if the National Bureau study is valid. 
It points out that “. . . about 43 per cent of the insureds reported 
that, to their knowledge, all companies charged about the same 


® The National Underwriter, op. cit., pp. 2, 4. 

1 Ibid., pp. 2, 4. 

® Nationwide Insurance Companies, Research Department, Insurance Con- 
sumption Patterns (September, 1955), p. 39; and Simon Dinitz, Insurance and 
Socio-Economic Status (Columbus: Ohio State University Research Founda- 
tion, 1954), p. B-4. 
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rates. Those insured in companies using manual rates appeared to 
be less informed on rate differences than insureds with other com- 
panies. Further evidence that insureds with member companies are 
not knowingly paying more is the finding that 7 out of 10 of 
this group think they are paying the lowest rates possible. It may 
be assumed that as the advertising and the considerable word of 
mouth communications that seems to be operating in favor of the 
low-rate companies penetrates further, car owners now insured with 
member companies will begin to question why they are paying 
greater rates.”* A comparably high percentage of insureds in the 
State Farm study also failed to recognize that there is a difference 
in rates charged by different companies.’® 

In view of the foregoing factors, the outlook for companies 
charging standard rates is not bright unless they can successfully 
develop new marketing techniques. Some experiments have already 
been undertaken. Safeco, for example, adopted certain features of 
the direct writers, such as continuous policies, six-month premium 
payment plans, and premium billing and collection by the home 
office. The agent is allowed to retain his right to renewals and may 
represent more than one company. On the other hand, the agent's 
commission scale is lower because of the increased responsibilities 
of the home office. Other companies are experimenting with similar 
distribution plans in an effort to curb the inroads of the direct 
writers. 

However, neither the agency companies nor the direct writers 
can meet the long-term needs of policyholders for automobile in- 
surance at acceptable rates if they rely upon distribution methods 
as they are presently constituted. It does not take extensive long- 
range planning to demonstrate that the distribution of individual 
automobile policies by individual agents is a luxury which the 
“high-pressure” economy of 1970 cannot afford. As Peter Drucker 
has pointed out, “. . . increased productivity will be the paramount 
need of the American economy in the decades ahead. . . . A com- 
pany that intends to maintain its competitive position in its own 
industry will have to be able, ten years from now, to produce two- 
fifths more than it does today without much, if any, increase in its 
heurs worked.”"! And, he might have added, these goods and 
services must be distributed under the same conditions. It seems 
clear that productivity in the merchandising of automobile insur- 
ance must be increased significantly to keep rates at socially-accept- 
able levels. This increase may come in a variety of ways: by in- 
creased use of mail solicitation, by expanded use of insurance 

® The National Underwriter, op. cit., p. 4. 


10 Morrill, op. cit., p. 17. 
11 Peter F. Drucker, America’s Next Twenty Years (New York: Harper and 


Brothers, 1957), pp. 10-11. 
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counters in department stores and shopping centers, by payroll 
deduction plans, or by group insurance techniques. The best dis- 
tribution methods have probably not yet been tried. In the future 
the social performance of auto insurers will be measured largely 
in terms of their solution to the distribution problems which loom 


ahead. 


Criteria for Management's Approach to Insurance Distribution 


Thus far, attention has been given to distribution methods as 
they affect automobile insurers generally. The acid test, however, 
comes in the management performance of individual insurers. In 
this section, consideration will be given to the four steps in making 
executive decisions which are necessary to achieve satisfactory 
distribution and earnings objectives for individual automobile in- 
surers. These steps are: 

1. Setting specific long-term goals for company growth and 
earnings. 

2. Determining the potential markets for automobile insurance 
which the company will serve. 

3. Estimating the premium volume which the insurer can write 
in the different market segments, using alternative distribution 
methods, rating plans, and product designs. 

4. Selecting the optimum combination of distribution methods, 
rating plans, and product designs which will achieve the growth 
and earnings objectives of the insurer. 

Some insurers may question the sequence of the above steps. 
It seems clear, however, that a decision on long-term goals is the 
first order of business. Every organization has a dominant manage- 
ment philosophy, whether implicitly or explicitly stated. Some want 
to be the largest insurers of automobiles in the country. Others may 
want to maximize their earnings. At some point, top management 
must stop and analyze what objectives motivate its actions and 
whether they are in the long-range interests of the company. This 
is not always an easy assignment. Every large corporation is a 
“going concern” with its own internal driving forces, its own mo- 
mentum, and its internal clashes of personality and ambitions, as 
well as conflicts of principle. The top management of every large 
insurer is often the focus of conflicting, as well as common, interests 
in other respects. It is the arbiter between policyholders, employees, 
investors (in the case of stock companies), and the general public. 
Increasingly, top management is accepting this role of social re- 
sponsibility as a necessary step toward higher status in the com- 
munity and, indeed, to long-run survival. 

Setting long-range goals is not only a matter of harmonizing 
management philosophies and reconciling divergent goals. These 
are internal matters. There is also the need for careful, precise, long- 
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range planning by qualified personnel. In no other way can the 
aspirations of management be translated into specific goals that 
take into account the economic, financial, and social trends upon 
which effective programming must rest. 

Long-range planning is a necessary tool also in determining the 
potential markets which the insurer will serve. In the first place, the 
insurer must determine the characteristics of the automobile in- 
surance markets that will exist in the future. This involves a study 
of automobile registration trends, classified by such factors as: geo- 
graphical location; use of vehicles; age of vehicles; age, income, 
education, occupation of insureds; and other background variables. 

A next step will be to assess the resources of the insurer, to 
determine which markets it is best equipped to serve in terms of 
management experience, present distribution methods, capacity to 
handle new business, and underwriting experience. An insurer 
whose management and agency force have specialized in one seg- 
ment of the market with a particular distribution method is likely 
to get better results from a concentrated drive to expand business 
in that market than from experimenting with different distribution 
methods in other markets. 

Obviously, in cases where rates are no longer competitive and 
distribution methods are obsolete, efforts to penetrate more inten- 
sively into existing markets are not feasible. On the other hand, the 
use of different distribution methods by the same insurer may be 
self-defeating. If the agents believe that new distribution methods 
introduced by an insurer threaten their future security, the com- 
pany may not gain any advantage from the new marketing pattern. 

When it comes to estimating premium volume which the insurer 
can write in the different market segments, using alternative dis- 
tribution methods, rating plans, and product designs, the core of 
demand analysis has been reached. Ideally, management should be 
able to get concrete answers from its researchers on the following 
question: “What will be our premium income and our underwriting 
gain if we use rating plan (w), product design (x), distribution 
method (y), underwriting program (z), with promotional and ad- 
vertising expenditures of, say $500,00 in markets (a, b, and c)? 
These are the major variables determining premium income and 
underwriting gain. Practically, because every insurer is a going 
concern, the analyst starts with present programs and estimates 
the effect on premiums and operating gain of small changes in each 
one of the variables to see whether such modifications will have a 
favorable effect on final results. This type of partial-analysis tech- 
nique permits the firm to move toward the optimum combination of 
programs in terms of the growth and earnings objectives of the 
insurer. 

But what about cost analysis? Hasn’t this factor largely been 
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neglected, except for promotional expenses? It appears fairly_cer- 
tain that automobile insurance is a decreasing cost industry in that 
expenses are a declining function of production. On the other hand, 
preliminary research indicates that the loss ratio is an increasing 
function of production. On balance, taking losses and expenses to- 
gether, the combined ratio probably does not vary significantly with 
relatively small changes in production if the underwriting program 
remains constant. 

It also is fairly certain that the demand for automobile insurance 
is relatively inelastic in terms of price. This means that when an 
insurer reduces its rates there will be only a relatively small in- 
crease in policies in force.’? In fact, the premium income of the 
insurer will actually decline because the increase in coverages will 
not offset the loss of income on existing business due to the rate 
reduction. This fact is relatively easy to understand. If the new 
production of an insurer annually runs about 20 per cent of policies 
in force, it would be necessary to raise new production by one- 
fourth in order to secure a 5 per cent net increase in total policies in 
force, neglecting influences on ‘persistency. In a market as com- 
petitive as automobile insurance, it would undoubtedly take more 
than a 5 per cent rate decrease to achieve such an increase in new 
production, other factors remaining constant. 





Conclusions 

What do the foregoing observations mean to top management 
from a policy viewpoint? If the insurer uses low-cost distribution 
methods which permit vigorous competition, rate-wise, it might 
consider expanding significantly its sales promotion and advertising 
program. Production depends, in part, upon how much money is 
spent on advertising. So long as 43 per cent of the insureds do 
not realize that there are rate differences between companies, it 
would seem possible to “shift” demands substantially to the lower- 
rate companies by expanding advertising budgets. Obviously, sev- 
eral large direct writers are pursuing this policy vigorously. The 
National Bureau study noted strong consumer awareness of auto- 
mobile insurance advertising by direct writers. Specifically, 40 per 
cent of the insureds in the survey recalled seeing advertising for 
low-rate companies. This was about four times as many insureds 
as those who recalled advertising from a non-stock company (10 
per cent) and eight times as many as those who recalled seeing ad- 
vertising for a manual rate company (5 per cent).”* 

For those insurers who use distribution methods which do not 
permit rate competition, the best policy would appear to be sig- 

12 Rigorously defined, price elasticity of demand is equal to the ratio of 
the percentage increase in quantity to the percentage reduction in price. 

183 The National Underwriter, op. cit., p. 22. 
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nificant product differentiation, including improved service on claim 
settlement and other features. In this manner, the insurers’ con- 
tract might be distinguished from others in terms of consumer ac- 
ceptance and might help them develop more non-price competition. 
Moreover, it would give these insurers some leeway in operating 
with adverse price differentials and might tend to stabilize their 
share of the automobile insurance market. 

It does not appear that changes in distribution methods are a 
short-term solution to an insurer’s competitive problems. For the 
long run, however, all insurers, whatever their present distribution 
methods, must find ways to increase the productivity of their mer- 
chandising methods. On the one hand, emerging economic and 
social forces require automobile insurers, in the interests of self- 
preservation, to develop innovations in marketing. On the other 
hand, the trend toward universal, mandatory coverage means that 
they must return to policyholders a larger share of the premium 
dollar. Far-sighted leadership by company executives and insurance 
department officials is called for to help develop sound distribution 
methods which will advance the welfare of both policyholders and 
the insurance business itself. 








MARKETING RESEARCH AS AN AID 
TO INSURANCE MANAGEMENT 


Mark R. GREENE 
The University of Oregon 


While marketing research has long been used as a vital tool of 
management in the areas of consumer and industrial goods mar- 
keting, there is evidence that the insurance industry has only re- 
cently begun to experiment with this administrative device. A study 
of the extent of use of marketing research in other fields was com- 
pleted by the American Management Association in 1952, and it 
was reported that 93 per cent of a group of 180 industrial and com- 
mercial members indicated that they conduct marketing research.' 
An earlier but more comprehensive study of 4,785 companies sur- 
veyed by the American Marketing Association revealed that 38 
per cent of the firms reported doing some marketing research; and 
11 per cent of the group had a separate marketing research depart- 
ment or a full-time staff member doing marketing research func- 
tions.? Because little information of this type is available in the 
field of insurance, the present study was undertaken. 

It is the purpose of this article to report on a survey conducted 
among fifty large insurance companies in the United States on the 
extent of use, organization, areas of emphasis, and value of mar- 
keting research as an aid to insurance management. 

The results of the survey are based on answers received from 
questionnaires mailed to the presidents of the twenty largest stock 
property-liability insurance companies, the ten largest mutual prop- 
erty-liability insurance companies, and the twenty largest life in- 
surance companies.’ Usable replies were received from forty-nine 
of the fifty companies. No statistical validity is claimed for the re- 
sults if applied to the insurance industry as a whole. However, it 


1 American Management Association, Company Practices in Marketing 
R ch, R ch Report No. 22, 1953, p. 17. 

2C. M. Dooley, G. A. Hughes, P. White, and W. W. Heusner, “Market- 
ing Research in American Industry,” Journal of Marketing, Vol. XI, No. 4 
(April, 1947), pp. 338-354. 

* Size was measured in terms of net premiums written. An analysis de- 
rived from Bests Insurance Guide with Key Ratings, 1955, and Bests Life 
Chart, 1955, showed that the top twenty stock fire and casualty companies 
enjoyed about one-third of all net premiums written in that group, and the 
top twenty life companies collected about three-fourths of all the life and 
disability premiums received in the industry. 
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is felt that the conclusions reached will be of interest to those seek- 
ing a guide as to what the current trends are in the use of mar- 
keting research by insurance management.‘ 


Extent of Use and Organization of Marketing Research 
in Insurance 


In order to clarify just what is meant by “marketing research” 
the questionnaire listed the major problem areas intended to be 
covered by the term. These are problems of market potential, ad- 
vertising and consumer preference, channels of distribution, sales 
analysis, and the product.® Specifically excluded from the scope 
of the survey are such research activities as actuarial and rate- 
making studies, investment studies, or other studies not directly 
applicable to the distribution of the insurance service. 

The questions put to the respondents were in terms of whether 
they were doing any “formal” marketing research; how long they 
had been so employed; whether or not it was continuous; how much 
money was being invested in it; whether the research was carried 
out by a separate marketing research department or by a line execu- 
tive; who the research manager reports to; and what outside 
agencies, if any, were employed.® 


Life Insurance Companies 


Replies were received from all of the twenty life insurance com- 
panies contacted. The following conclusions can be reached con- 
cerning the extent of use and organization of marketing research 
among these companies: 

1. Only nine of the companies reported that they engage in any 
formal research in marketing. The remainder either do nothing or 
rely on the group research activities such as are conducted by the 
Life Insurance Agency Management Association. 

2. Practically all of those doing marketing research reported 
that they do so on a continuous basis. 

3. Four of those doing marketing research apparently have 


* Also contacted were organizations such as the Life Insurance Agency 
Management Association, the Association of Casualty and Surety Companies, 
the Survey Research Center of the University of Michigan, the Institute of 
Life Insurance, the American Management Association, and the American 
Mutual Insurance Alliance, who conduct research and perform other functions 
for their member organizations which can best be handled on a group basis. 
Undoubtedly for many companies the only marketing research to which they 
have access is that sponsored through such organizations. An analysis of the 
research conducted by these groups is outside the scope of this study. 

5See Appendix A for a detailed listing of sub-topics under these major 
headings in the questionnaire. 

®See the questionnaire form in Appendix A for the exact phrasing of 
these questions. 
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started within the past five years. Only three concerns indicated 
they had been doing formal research longer than ten years. Two 
did not answer this question. Some of those not doing anything in 
the area now are giving such a program serious study. 

4. Six respondents answered the question on money invested. 
Three of the companies doing research invest between $10,000 and 
$100,000 annually, two indicated they spent over $100,000 annually, 
and one between $1000 and $5000. When related to the total prem- 
iums written by these six companies, approximately $2.8 billion in 
1954, these amounts appear small. 

5. Seven of the nine life insurance companies doing marketing 
research either have a formal marketing research department or a 
full-time staff member devoting his time to this area. In a majority 
of cases this individual reports to the top executive officer of the 
company. In other cases he reports to the sales vice president, to 
an actuarial executive, and to a committee. Apparently top manage- 
ment of these companies considers marketing research of sufficient 
importance to assign it to immediate subordinates. 

6. Eight of the respondents performing marketing research in- 
dicated they used advertising agencies to help them in their formal 
marketing research. Four indicated the use of trade associations, 
and two indicated the use of independent marketing research or- 
ganizations and public opinion survey firms. 


Mutual Property-Liability Companies 

For the ten largest mutual property-liability insurance com- 
panies, the following conclusions concerning the extent of use of 
marketing research can be made: 

1. Eight out of the ten companies surveyed indicated they car- 
ried on formal marketing research. One of the renfaining two in- 
dicated it was contemplating a major project in 1957. Only one 
mutual company said that it did little or no marketing research. 

2. A great majority of the companies doing marketing research 
do so on a continuous basis. 

3. Only three of the mutual property-liability companies ap- 
parently have been doing marketing research longer than five years, 
two have been so engaged for less than five years, and three did 
not answer this question. 

4. While only five companies answered the question asking 
how much money is invested annually in marketing research, it 
appears that the typical range of expenditure corresponds to that 
spent by the life insurance companies, i.e., between $10,000 and 
$100,000, with one company spending over $100,000 and one com- 
pany spending less than $10,000. These amounts represent in every 
case less than .1 per cent of net premiums written for each company 


reporting. 
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5. Of the eight respondents.doing formal marketing research 
only three indicated the use of a full time research manager or 
separate department. In the other five a line executive is responsible 
for the company’s research. This line executive was reported in 
two cases to be the sales vice president. In other cases, the actuarial 
executive; the underwriting executive; and (in one company) a 
vice president of research and public relations, were responsible. 

6. In the mutual companies, as in the life companies, adver- 
tising agencies were reported to be used by a majority of the com- 
panies, Usage was also reported of marketing consulting organiza- 
tions, professors in universities, and trade associations. 


Stock Property-Liability Companies 

Of the twenty largest stock property-liability insurance com- 
panies, nineteen responded to the questionnaire. The following con- 
clusions can be made concerning this group: 


1, Eleven of the group reported formal marketing research in 
their companies, but several others indicated that they were carry- 
ing on some limited activities either through their advertising 
agencies or through their agency departments. One of this latter 
group indicated that it was in the process of building a “marketing 
research division” and was interested in a “more scientific approach” 
to the subject. Only three companies indicated flatly that they did 
no marketing research whatever. 

2. Only two of the companies doing marketing research indi- 
cated they did so on a continuous basis. Judging from the nature of 
the specimens of studies submitted, it seems likely that the formal 
studies carried out tend to be “one shot” affairs which may or 
may not be repeated. 

3. While the replies were inconclusive on the question con- 
cerning the length of time the companies have been engaged in 
marketing research, it seems evident that this activity has been 
undertaken since less than five years ago. 

4. Two companies spend between $5,000 and $10,000, one com- 
pany spends between $50,000 and $100,000, and one company 
spends over $100,000 annually on marketing research. The other 
companies did not respond to this question. 

5. Only one company reported that it had a separate marketing 
research department or a full-time staff member devoting his time 
to marketing research. 

6. Most of the companies reported that they used advertising 
agencies and trade associations as outside agencies in helping with 
formal marketing research. Only occasional use is made of inde- 
pendent research organizations. 
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Summary 


From the above it can be seen that based upon this survey of 
fifty large companies, marketing research seems to be best devel- 
oped among life insurance companies and mutual property-liability 
companies, although in all cases its general development on a 
formal basis is in an embryonic stage when compared to the use of 
marketing research in certain tangible goods fields. Both the life 
and mutual non-life companies appear to be making substantial use 
of a separate marketing research department or of a full-time staff 
executive. In general it appears that marketing research is con- 
sidered important enough to warrant the attention of the top execu- 
tive of the company or other major officer. However, relatively little 
money seems to be invested in this area as yet. There seems to be 
heavy dependence on advertising agencies as consultants in the field 
of marketing research, although it is no doubt true that a majority 
of companies in the insurance industry rely exclusively on the 
generalized research activities of group-supported trade associations 
for managerial guidance, and upon informal reports from their sales 
agencies. 

While it may be understandable that stock property-liability 
insurance companies have been slow to engage in marketing re- 
search on a substantial scale due to the relatively indirect channel 
of distribution employed, it may not be mere coincidence that the 
competitive inroads made by mutual fire and casualty organizations 
have been accompanied by their greater attention to marketing 
“esearch. 





Areas of Marketing Research Emphasized 


An effort was made in this survey to determine in a fairly pre- 
cise manner just what marketing questions were .of interest to 
insurance companies. The respondents were asked to check any 
listed subject around which they had made or directly sponsorea 
any formal study. They were asked to omit any research sponsored 
through a trade association and to add titles of any studies they 
had done which did not conform to those contained in the outline. 
The questionnaire outline was developed after a thorough survey 
of the various classifications of marketing research as contained in 
some of the major source references on the subject.? The major 
headings appear below in Table I and the subtopics appear in 
Appendix A where the entire questionnaire is reproduced. 

Table I indicates the results of that part of the questionnaire 


™ See for example Brown, op. cit., p. 36; David J. Luck and H. G. Wales, 
Marketing Research (New York: Prentice-Hall, Inc., 1952), pp. 8-23; and 
J. H. Lorie and H. V. Roberts, Basic Methods of Marketing Research (New 
York: McGraw-Hill Book Co., Inc., 1951), pp. 9-10. 
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which dealt with types of marketing research carried out by the 
respondents. It must not be assumed that the figures represent the 
number of studies completed by the reporting organizations as 
often a single study was classified under the several subjects to 
which it pertained. The figures reveal only in a rough way the 
relative emphasis placed on each major research area. 


TABLE I 


PROBLEM AREAS OF MARKETING RESEARCH STUDIED BY MAJOR 
INSURANCE COMPANIES 
11 Stock 8 Mutual 
9 Life Property- Property- 
Insurance _ Liability Liability 
Problem Area Companies Companies Companies Total 
(Number of times area was checked as being 
the subject for research study) 


Market Potential 27 15 21 63 
Advertising and Consumer 

Preferences 17 17 23 57 
Channels of Distribution 23 12 16 51 
Sales Analysis 26 17 14 57 
Studies of the Product 17 10 ll 88 


Source: Developed from original data gathered by mail questionnaires. 


With the possible exception of product studies, which received 
the least attention, it seems impossible to single out a given type of 
marketing research as that area which receives major emphasis. 
This is probably due to the overlapping of areas and the impossi- 
bility of securing any universally-accepted classification which can 
effectively distinguish one type of study from another. Marketing 
research has not become stereotyped to that extent. Another con- 
clusion might be that many companies, once becoming interested 
in marketing research, begin investigation in all areas more or less 
simultaneously. This questionnaire did not indicate a time limit 
within which the study must have been completed in order to be 
included. However, it seems clear that most of the studies have 
been done within five years, as noted before. 

Table I reveals an apparent relative lack of interest among the 
stock property-liability companies in studies of channels of distri- 
bution. In view of the proportionate loss of certain markets by stock 
insurance companies to “direct writers,” this omission assumes 
special significance. The need for more research in this area of 
distribution channels seems evident. 

The paucity of product studies is worthy of comment. In recent 
years many new policies have been introduced, and apparently few 
of them were pretested to determine their acceptability to the pub- 
lic. Several companies have offered new policy forms only to have 
them fail to sell in sufficient volume to justify the sizeable cost 
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involved in introducing them.* This type of research is illustrated 
by a study one company undertook to. find why an increasingly 
high percentage of new automobile business was not renewed at 
expiration, what companies picked up the renewals, and what altera- 
tions might be instituted in the policy to recapture the lost business 
and to prevent further lapses. The problem was approached by 
outside consultants through sampling procedures applied to the 
company’s own records.® It seems likely that some policy research 
is undertaken under some of the other topics reported upon in the 
questionnaire, but the failure to initiate special studies in this area 
of new policies, pretesting their acceptance before they are form- 
ally introduced, is a luxury which insurance companies in general 
can ill afford. 


The Value of Marketing Research as a Tool of Management 


The insurance companies surveyed in this study were asked to 
indicate whether or not they were satisfied with the results of their 
marketing research, to what extent they believed that marketing 
research would be employed in the future, and to offer general 
comments about the use of marketing research. It was interesting 
to note that only two of the companies who have done formal 
marketing research responded that they were “very satisfied” with 
the results of their marketing research. The remainder indicated 
they were “moderately satisfied.” None said that “the research was 
not worth its cost.” 

Nearly every respondent among the life and mutual property- 
liability companies indicated that they “expected a greater and 
greater increase” in the use of marketing research, but nearly all of 
those who responded from the stock non-life companies indicated 
that they expected only a “small gradual increase” in the use of 
marketing research. No one apparently expected a decrease or 
even expected “very little change” in its use. 

It may seem inconsistent that the majority of the group were 
only “moderately satisfied” with the results of their marketing re- 
search and yet expected to increase their use of it. One explanation 
of this may be that those who indicated they were only “moderately 
satisfied” were thinking in terms of the extent of the research they 
were doing and not in terms of the results. In view of the written 
comments, however, it seems clear that insurance companies doing 
marketing research are as a group generally optimistic about its 
growth. As one respondent from a large life insurance company 
put it: 

8 One example was the broad form life insurance endorsement. 


®R. M. Heins and R. C. Sprowls, “Scientific. Sampling,” Bests Insurancé 
News, Fire and Casualty Edition (June, 1956), p. 20. 
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“We recognize, as apparently the ind does generally to- 
day, that marketing mena ara and will play an semana 
ingly important part in agency management. Changing condi- 
tions for continuous 0 ation and analysis of marketing 
operations, and we aim to direct our attention to the solutions 

many of our problems in this area.” 

In order that the reader may visualize for himself the value of 
making market research studies, a few examples of the findings 
of studies completed by insurance companies are: 

1. A pamphlet entitled “How Big Is Your Market?” was pre- 
pared by a stock fire insurance company for distribution to inde- 
pendent agents. A generalized treatment of market potential de- 
signed to stimulate sales, this study showed, for certain counties, 
recent changes in population, marriages, individual incomes, con- 
struction data, automobile registrations, wholesale and retail trade, 
number of new manufacturing plants, and agricultural and mining 
production. The value of such a study seems to lie chiefly in its 
usefulness in directing more specifically the sales efforts of agents 
toward markets with the greatest buying power and in raising the 
sales goals of agents already active in these markets. 

2. An example of product research was provided by a stock 
property-liability insurer which submitted details of some of the 
research undertaken to introduce the homeowners policy. Before it 
introduced this policy in 1950 a market study of policyholders re- 
vealed that most families did not have sufficient insurance on their 
homes or personal property because of inflation, only one-fourth 
of those with fire insurance had personal liability insurance, and 
only one-sixth had burglary insurance. Independent agents had not 
been soliciting these allied coverages because the selling time, 
paper work, collection expense, and checking of renewals made 
them unprofitable. The subsequent success of homeowners policy 
justified the advance finding by marketing research that there was 
both a need for and a potential demand for this policy. 

3. A consumer survey carried out by a mutual property-liability 
company provides an example of a study of channels of distribution. 
The survey was designed to determine the attitudes and opinions of 
the insurance buyer on doing business with an agent versus a com- 
pany salesman. Depth interviews with a stratified random sample of 
male drivers was taken. Among other findings the survey revealed 
that nearly a third of the people who think they are buying from 
an agent are actually dealing with a direct writer, and that two- 
thirds of the people do not appreciate that it makes any difference 
where they buy their insurance. The survey indicated that while 
direct writers are better known than agency companies, there is a 
desire to place all insurance with one company; and the buyer's 
first concern about that company is its strength and reliability. Yet 
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it was discovered that 60 per cent of the automobile policyholders 
of agency stock companies would change to another agent and an- 
other company for an annual saving of between $2 and $10. This 
seems to indicate less loyalty to the agent than is customarily 
assumed. This conclusion has been verified in other surveys of this 


4. An example of sales analysis research was provided by a 
mutual property-liability insurance company in two surveys of job 
opinions held by sales managers and terminated agents. The main 
reason given for termination by full-time agents appeared to be 
the lower commission scales given by the company, but nearly 40 
per cent indicated that they were not given an accurate understand- 
ing of the job when they first joined the company. 

In the survey of sales managers it was found, for example, that 
nearly a third of the group indicated that they were not familiar 
with a premium-financing plan sponsored by the company, and 
nearly half of them said they had lost policyholders because pre- 
mium-financing plans were not adequate. Less than half of the man- 
agers indicated definitely that they intended to continue their 
present jobs. Among the unsatisfactory features of their jobs were 
listed “pressure,” “pay,” and “too much paper work.” While less than 
half said they thought the assistance and training they received in 
their work from service offices was adequate, relatively few, only 
17 per cent, indicated they felt the need for closer direction of their 
activities. These and many other findings no doubt aided greatly in 
enabling the company management to re-direct its relationships 
with sales managers. 

5. While no respondent returned a specimen of advertising re- 
search, there are indications that insurance companies are increas- 
ingly interested in it. For example, it was reported !° that one large 
life insurance company by pre-testing its copy, saw its share of one 
metropolitan market rise in less than two years from 3.7 per cent 
to 16.1 per cent. An intensive study by the advertising agency of 
State Farm Mutual, reported in this Journal recently," contained 
many significant findings concerning the use of advertising in in- 
surance. It stressed the necessity of more accurate determination of 
consumer motivation as a guide to advertising copy. It was found 
that insurance in general has some unsuspected psychological mean- 
ing to the average insured, a meaning which can greatly affect 
future trends in selling efforts. 


10 John L. Lobringier, Jr., “Advertising Life Insurance,” Bests Insurance 
News, Life Edition (November, 1956), p. 27. 
11 Thomas C. Morrill, “Management Returns from Insurance Research,” 


Journal of the American Association of University Teachers of Insurance, Vol. 
XXIII, No. 2 (Fall, 1956), pp. 14-26. This study also considered other areas 
research. 


of marketing 
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Conclusions 


There are a number of complex marketing problems faced by 
the insurance industry today, and the present study has shown that 
insurance management is aware of them. Some of thes« problems 
are: 


1. What has caused the shift of certain markets to certain types 
of insurers? What can be done to preserve these markets by those 
who have lost them? To what extent will the shift of markets in- 
vade other areas? _ 

2. How far can insurance rates be raised to cover the increased 
loading caused by retraining of personnel to handle some of the 
new policies such as have been introduced in the insurance busi- 
ness? 

3. How can new policy forms be so designed that they will fit 
market wants and needs? 

4. How can these companies using independent agents improve 
communication and secure more effective sales performance? 

5. How can management systematically inform itself of the 
ever-changing nature of the needs of insureds? 

6. Can distribution costs be reduced without disturbing present 
marketing methods? 


It was the intent of this survey to determine the extent to which 
the management of certain large insurance companies has been 
using marketing research to solve some of these problems, which 
problem areas are emphasized, where marketing research functions 
lie in the organizational structure, and management opinion regard- 
ing the value of marketing research. The conclusion is that approxi- 
mately half of the leading companies are conducting “formal market- 
ing research,” and a large number of others are seriously considering 
it or are performing investigatory functions which they refused to 
call “formal” marketing research. 

Marketing research functions seem to be best developed in life 
and in mutual non-life insurance companies, and are less developed 
in stock property-liability.insurers (There are some notable ex- 
ceptions to this, however.) Relatively small amounts of money are 
being spent on marketing research in insurance when compared to 
the premium income of the companies. 

The study revealed that while most areas of marketing research 
are receiving approximately equal emphasis, studies of the policy 
product have been somewhat neglected. It seems that most of the 
respondents feel moderately satisfied with the results and that mar- 
keting research will experience a greater increase in the future as an 
aid to insurance management. As one writer ably puts it, marketing 
research: 


“, . . provides facts on which sound management decisions can 
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be made; (Yet) . . . research is-not a substitute for exeoutive 
a t, ..... but is an advisory function which helps raise the 
evel of executive performance by narrowing the area within 
which the executive must rely on judgment alone. . . . For some 
it may now only be a desirable tool; tomorrow it well be 
essential as competition for the consumer dollar tightens. It 
may mean the difference between success and failure. 


This study points up evidence that marketing research will be 
used increasingly in the future as a device to narrow the area in 
which executive judgment must operate. 


Appendix A 
QUESTIONNAIRE 
MARKETING RESEARCH AS AN AID TO 
INSURANCE MANAGEMENT 
Part A 
AREAS OF MARKETING RESEARCH 


Below are listed some of the major areas of marketing research and 
a few examples showing how they might be applied to help solve 
some of the problems of insurance management. 


If your organization has made or directly sponsored any formal 
study similar to those listed, would you please place a check mark 
opposite the topic shown. Please do not include any research 
which you have sponsored through a trade association. 


I. Market Potential 

__l. Analysis of factors which affect the demand for insurance 
(for example, consumer income, changes in rates, social 
status, psychological attitudes, etc. ) ' 

___2. Analysis ef which markets contain the greatest sales poten- 
tial for given types of policies or classes of insurance. 

___.3. Sales forecasts. 

___4. Studies of market trends of sales of various types of policy 
forms. 

___5. Analysis of the best methods of covering given markets. 

___6. Other (please describe briefly or give the title). 


II. Advertising and Consumer Preferences 


——.1. Which type of advertising appeal is most effective for each 
type of insurance? 

___2. Which media are most effective and economical for given 
types of insurance? 

___.3. Measurement of the size and quality of audience for each 


type of advertising. 
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What motivates consumers to buy? 
Consumer buying habits. 
Other (please describe briefly or give the title). 


III. Channels of Distribution 


— | 
nai 


. Analysis of the cost of distributing insurance through dif- 


ferent channels. 


. Determination of the optimum number of agencies in a given 


territory. 


. Comparison of the effectiveness of alternative methods of 


distribution. 


. Best methods of meeting competition of alternative methods 


of distribution. 
Study of standards to be met by agents and agencies. 
Other (please describe briefly or give the title). 


IV. Sales Analysis 


ite 
ee 
a 


sea 


ee 


Analysis of salesmen’s performance (for example, time and 
duty studies ). 

Study of the best systems for recruitment, compensation, 
training, and supervision of salesmen. 

Determination of the most effective sales policies (for ex- 
ample, optimum frequency of sales calls, efficient prospect- 
ing, rules of flat cancellations, etc.) 

Study of the best methods of presenting sales appeals (test- 
ing sales tools for effectiveness, use of visual aids, etc. ) 
Other (please describe briefly or give the title). 


V. Studies of the Product 


___1. Field surveys to determine market demand for new types of 
coverages or new combinations of old coverages. 

____2. Studies designed to pretest the market for newly introduced 
coverages in order to determine consumer reaction and 
evaluation. 

___3. Procedures and studies to decide which contracts are no 
longer needed or purchased in sufficient volume to justify 
their continuation. 

___4. Analysis of extent of and reasons for policy lapses, together 
with possible solutions. 

___5. Other (please describe briefly or give the title).. 

VI. Other 


Please list any market research activities which you are doing which 
cannot be classified above. Please attach any printed descriptions 
which might be available. 
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Part B 


GENERAL INFORMATION ABOUT YOUR 
MARKETING RESEARCH 


. If you have been doing any formal marketing research, about 
how long has it been since you started? years. 

. Do you engage in any of the studies described above on a con- 
tinuous basis? (Please indicate which type. ) 

. Are you planning in the near future to undertake any formal 
marketing research? (Would you please describe it, if pos- 
sible. ) 

. Approximately how much money do you invest in market re- 
search annually? 





——Nothing ____$10,001-$50,000 
____Under $1000 ____ $50,001-$100,000 
____$1001-$5000 ___Over $100,000 
____$5001-$10,000 


. Do you have a formal marketing research department or a 
full-time staff member devoting his time to this area? 
yes; .__no. 

If so, how long established? years. 

If so, to whom does the manager report? 

Top executive officer 

___Financial vice president 

___Sales vice president 

___Actuarial executive 

___Underwriting executive 

__To a committee 

___Other (please indicate ) 


. If you do not have a formal separate marketing research de- 
partment or full-time research manager, who carries out your 
marketing research? 

___Top executive officer 

___Financial vice president 

__Sales vice president 

___Actuarial executive 

___Underwriting executive 

___Other (please indicate ) 
. Do you use outside agencies to help you in your formal market- 
ing research? 

___Brokerage firms 

___Advertising agencies 

___Full-time marketing consultants 

___Professors in universities 
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___Attorneys 
—_Trade Associations 
___Others (please indicate) 
Are you satisfied with the results of your marketing research? 
___Very satisfied 
___Moderately satisfied 
___The research was not worth its cost 
Do you believe that marketing research will be employed to a 
greater extent in the future than it has in the past in in- 
surance? 
___I expect very little change 
___I expect a decrease 
___I expect a small gradual increase 
___I expect a greater and greater increase 
General comments about your experience with marketing re- 
search as it applies to insurance management: 





Name 





Company 











ECONOMIC RESEARCH AS AN AID 
TO MANAGEMENT PLANNING: 
A CASE STUDY OF ONE LIFE 

INSURANCE COMPANY 


WituiaM A. BERRIDGE 
Metropolitan Life Insurance Company 
Introduction: Scope and Purpose 


Economic policy consideration certainly forms a part of man- 
agement planning, if not of management proper. At any rate, eco- 
nomic policy and statesmanship have come to concern so many 
corporations (including Metropolitan) in the past two decades that 
these considerations figure prominently in the aid rendered by econ- 
omists to their chief executives. That function is in most cases com- 
bined with analysis aimed at helping management in more narrowly 
and conventionally defined- ways: That naturally means, in a life 
insurance company, research pointed toward the investment and 
savings area and toward insurance marketing. Within, or closely 
adjacent to the areas mentioned above, lies all that is done under 
the centralized program at Metropolitan.! 

The scope of an economist’s function seems perhaps best stated 
briefly as helping executives attain and maintain perspective. 
That means viewing the operations of departments, the company, 
and the entire insurance business (1) in relation to those outside 
forces which now impinge upon them either directly or through 
economic impacts on insurance customers, investment customers, 
and otherwise; and (2) in relation to their own past evolution. This 
latter historical perspective constitutes a horizontal approach to 
operational problems. To show how these stem from underlying 
economic roots may aptly be called a vertical approach. 

Such a two-fold perspective leads to better economic statesman- 
ship among executives, with a more alert and flexible responsiveness 
to economic needs for investment and insurance contributions to 


1 Naturally, that program does not wholly parallel the programs in the 
ey 20 life insurance organizations which employ professional econ- 
omists, They function in such diverse ways as would defy clear-cut generaliza- 
tion within brief compass, even if fully known to any one man. Probably no 
function in an entire organization chart would show wider inter-company 
diversity among its practitioners, in the relative distribution of activities, than 
that of an economist. Still more different, naturally, are the insurance trade 
association economists’ duties. 


(56) 
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national wellbeing. But not a part of the economist’s function, in 
this writer's opinion, is decision-making. That action (except for 
recommendations, when requested) should be reserved -to execu- 
tives concerned with the problem at hand. 

By instinct and training, as well as position, a company econ- 
omist is better enabled to supply such a combined vertical-horizon- 
tal perspective than could other functionaries, including separate 
analysts attached to administrative departments. Such diverse units 
would find it harder to keep their objectivity and a reputation for 
such objectivity. And duplications of this function would prove 
expensive in terms of today’s high labor costs, and in terms of the 
vastly expanded amounts of relevant economic data needing to be 
processed. Moreover, the availability of improved data on the in- 
surance sector itself through trade-association and other sources 
makes for more, not less, need for an economist at the company 
level. Industry-wide interpretations alone are inadequate; they 
have to be tailored down to the enterprise unit to be truly effectual. 

The fair breadth of Metropolitan’s program does not seem to 
result from mere size of company nor from the age of its formal pro- 
gram. Much smaller companies with much younger programs find it 
worth while to assign equally comprehensive scope to the function. 
Metropolitan, though only the second insurance company to employ 
a professional economist, has the oldest program extant.? Because 
that is so, and because the so-called genetic method offers certain 
advantages in treating such a topic, a case history of how the pro- 
gram has evolved, in response to changing conditions and needs, 
should prove helpful. 

Hence it is a pleasure to comply with the Editor's request by 
presenting this personal view of a function on which there is so 
little literature. For greater interest and enlightenment, general 
statements are throughout pointed up by as many and varied spe- 
cific examples and other supporting matter as seem feasible, in 
footnotes if not otherwise. 

2 Officially 30 years, or 33 counting prior experimentation. Travelers (about 
1922) had called Dr. William B. Bailey from Yale as its economist. That pro- 
gram was not continuous and was revived on a somewhat different footing after 
Dr. Bailey’s retirement. 

3 Almost the only item of substance is Claude L. Benner’s “Role of Econ- 
omists in Life Insurance Management,” Eastern Underwriter “Gold Book” 
(October 8, 1948). Dr. Benner, a professional economist, had under that title 
joined the Continental Life Insurance Company in 1928; though, at the time 
of writing he was its chief investment officer. Since 1949 he has been its 


president. 

On business economists generally, far more literature exists. For the re- 
sults of a fairly recent and extensive survey of (a) their functions and (b) ap- 
praisals thereof by their chief executives, see the summary article by Charles 
E. Silberman and Sanford S. Parker, “The Economy’s Scouts,” Fortune (De- 
cember 1955), P- 100 ff. 
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Economic Research Pointed toward Insurance Marketing 


Marketing research—a term long preferred as more aptly de- 
scriptive * than “market research,” and fortunately winning favor 
throughout the profession nowadays—formed the sole immediate 
function to which Metropolitan Life explicitly assigned its econ- 
omist within the company * during the experimental period three 
decades ago. And it still bulks large among the duties assigned to 
the central economics unit, or Business Research Bureau. 

The originally exclusive stress upon marketing research came 
about through a combination of operational and economic circum- 
stances in the 1920's. These happened to coincide with the an- 
nounced completion of a research project at Brown University on 
the purchasing power of urban consumers. This study related es- 
pecially to industrial workers, who formed a high proportion of 
the company’s clientele. Through the application of the dual tech- 
nique developed in that research, the geographical allocation and 
the general timing of the company’s marketing activities were dis- 
sected and certain findings and recommendations were evolved. 

Sales quotas were not and are not used, but certain statistical 
composites of suitable economic variables have been developed 
which are capable of serving as valid flexible standards of current 
market potential, against which executive judgment might usefully 
measure performance in the company’s several types of insurance 
marketing. Duly weighed therein is the uniquely rich mass of 
detailed data which for our line of business is available yearly on 
various measures of competition in all of the states.’ (See also later 
section on Competition. ) 

The specific management problem which first prompted atten- 
tion to this area was the appearance of what appeared to be un- 
reasonably high lapse rates even in the midst of the prosperity fol- 
lowing the depressed year, 1921—and later, between the recessions 

*It is more apt partly because it is more dynamic than “market research.” 
Markets for insurance, as for most other consumer goods and services, are not 
static but rapidly moving targets. It is also more apt in denoting the whole 
marketing process rather than its targets alone. 

5 And outside too: e.g., working (with company encouragement) to help 
form and foster the Market Research Council, a pioneering organization which 
has done much to develop the field and which has just published its com- 
memorative 30-year History. 

® The study appeared later as a book: W. A. Berridge, E. A. Winslow, 
R, A. Flinn, Purchasing Power of the Consumer, (A. W. Shaw Co., 1925). It 


was a by-product of some years’ prior work on employment and other subjects 
under the auspices of Harvard University, Brown University, and the Federal 
Reserve System. 

™ Those data are available not only from the annual statements of the 
insurance companies themselves, but also from trade associations and other 
outside sources—such as the Life Insurance Agency Management Association, 
Institute of Life Insurance, and Spectator Year Book. 
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of 1924 and 1927. There was also the concomitant problem of an 
agent quit-rate higher than seemed reasonable even in the active 
labor market which prevailed in those prosperous interims. 

The application of some improved methods to the relatively few 
and fallible economic statistics then available made it possible to 
arrive at two useful findings: (1) Pressure for sales was less well 
attuned than might be to those geographic areas whose market con- 
ditions promised best sales volumes of high-persistency business. 
(2) Regardless of the current and prospective level of national 
prosperity, the agents were moved to throw too much cement at 
the wall, in the mere hope that some of it would stick. Both of 
those findings were supported by two extensive field surveys which 
collated insurance programs with economic status, income ranges 
and, customer types. 

The net result of the whole project (coupled with some develop- 
ments elsewhere in the company ) was a series of management steps 
which led to a reduction in the level of policy lapsation and agent- 
quits. Of these steps,’ the one most directly relevant to this paper 
was the inauguration of a system for currently analyzing, and at 
suitable intervals reporting to the appropriate executives, the ebb 
and flow of those conditions which most affect insurance market- 
ing, and to help guide these officers in planning on the best places 
and times for sales effort. The analyses cover major territories, sub- 
areas, and industries, as well as national wholes for the United 
States and Canada. 

The types of analytical work mentioned above for helping keep 
sales action attuned to national and regional conditions can help 
promote a more effective and vigilant management and a more 
objective evaluation of subordinates’ performance. Any geograph- 
ical area which (whether inherently or temporarily ) produces lower 
sales volume than it formerly did, or than some other area does, 
can best be evaluated, not by a sterile count of sales alone, but by 
the sales trend construed in the light of knowledge about the dif- 
fering strength of market and competitive head and tail winds. To 
judge airplane performance, one needs to consider not mere ground 
speed, but air speed! 

Such evaluation of performance in the light of its economic en- 
vironment makes for not only higher efficiency but also for better 
justice and human satisfaction. It helps avert unwarranted action 

® The other steps involved direct management controls, principally: (1) 
setting up a Life Insurance Adjustment Bureau; (2) supplementing medical- 
underwriting by economic-underwritng standards, further improved since then; 
and (3) improving techniques (now also widely practiced elsewhere) for 
specific “programming” of insurance to fit realistically into a family’s true eco- 


nomic status and prospects. 
The gaining of business which would better “stick” formed only one of 


several long-run advantages from these steps. 
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toward subordinate personnel based upon off-hand judgments and 
so promotes sales force morale. 

In such ways, economic research helps make and keep one’s 
company not only an efficiently managed but also “a Happy Ship.” 
Yet this judicial economic appraisal does not explain away every- 
thing and condone what may truly be at fault; nor is it incompatible 
with vigorous and successful management. Indeed it promotes that, 
by helping distinguish true from merely apparent faults. 

Similarly, economic research can bring to light certain situa- 
tions—in some locality, region, industry, or entire company depart- 
ment—where even an improving performance might perhaps have 
improved still more, in view of favorable environmental conditions. 
Such appraisal is not subject to the law of equal proportions nor 
any other simple rule of thumb. To judge performance against the 
selling or the investing potential is a matter of skilled executive 
judgment; and an economist’s contributions can at best provide only 
a tool, not a substitute, for that. The executive, when armed with a 
full knowledge of economic backgrounds and trends, can more 
wisely discern where performance is underdeveloped within a 
market already cultivated. In short, the effort is intelligently to 
raise sights to higher potentials, for each area and each class of 
business. 

Economic analysis can also bring to light, sooner than might 
be discovered otherwise, whole lacunae of undeveloped potential 
markets generated by industrial and labor-force migration, by newly 
established or enlarged plants, and the like. That is particularly 
true during the past decade or two of rapid flux and redistribution 
in working- and living-sites; and it bids fair to remain true over a 
considerable future.° 


Economic Research Pointed toward Savings, Investment, 
and Economic Policy 
Savings, investment, and economic policy so interact upon one 
another that they can best be treated as one broad area, from a life 
insurance company’s viewpoint. Empirical evidence of their in- 
herent oneness is found in the fact that questions on all three areas 
arise in the minds of much the same executives. These questions 


® A powerful aid in getting research units’ munitions more effectively used 
on the firing line can be exerted by the market development units which have 
lately been established in so many corporations (including Metropolitan and 
other insurance companies) as an intermediary between research proper and 
sales-management proper. 

Such units often do sales research of a “trouble-shooting” and other spot 
nature and work with the actuaries in contriving new insurance “products.” 

Not here considered as marketing research, and therefore handled outside 
the central unit, are: advertising research; development of salesman-aptitude 
tests, remuneration formulas, etc.; and other matters closely akin to manage- 
ment proper. 
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arise frequently and have done so in crescendo not only during the 
special conditions of the past decade but for over a quarter of a 
century. Before the onset of the Great Depression there was little 
occasion for research in this area, except as to savings. That had 
to have some treatment because saving forms a part of the premium 
for level-premium life insurance and is therefore part of the insur- 
ance marketing process and the marketing research field. 

Savings and investment research within a company can be 
handled more effectively now than formerly. Both better clay and 
better tools have now come to hand through the conceptual and 
the data-improvement work which have gone on, not only in the 
collecting agencies, but also in the National Bureau of Economic 
Research and other analytical and creative groups. Two such ac- 
tivities are of special significance here as they illustrate economic 
statesmanship and imagination in the life insurance business di- 
rected toward research matters. One is the monumental three- 
volume Study of Saving in the United States by Dr. Raymond W. 
Goldsmith and a staff,!° aided by an Advisory Committee of six dis- 
tinguished academic economists and three life insurance executives. 
As stated by a practical observer closely familiar with it, “For the 
first time we now have . . . a comprehensive, factual picture of 
saving in the United States.” 1 

An elsborate sequel and complementary project, similarly fi- 
nanced, as been under way for several years. It is being prepared 
by Professor Simon Kuznets and a staff. When fully published it 
will sim‘larly enrich our knowledge of the trends and prospects of 
investment demand from various segments of the economy. 

Early in the history of the Company’s Bureau, the need for re- 
search in the tri-partite “savings, investments, general economic 
policy” area was reflected in its activities. Conforming with es- 
tablished Bureau policy of waiting for at least a potential demand 
before marketing any type of service, research in investment eco- 
nomics was not undertaken until the early 1930's. But as economic 
conditions worsened, from the 1929 crash to 1932, such demand 
gradually arose from all investment departments '* and found the 


10 As Dr. Goldsmith acknowledges in his Preface, “. . . the Study was 
made possible through generous grants from the Life Insurance Association of 
America. The Study was sponsored by the Association as a contribution to the 
common fund of knowledge of the saving process. It is a tribute to the life 
insurance business that through the Investment Research Committee of the 
L.LA.A. it recognized the need for basic study of the saving process.” 

11F, W. Ecker, “Investments and Investment Research,” address before 
Canadian Life Insurance Officers Association, May 18, 1955. 

12 Until the early 1930’s, only the farm mortgage division showed much 
interest in investment research—prompted by the creeping deflation which had 
afflicted agriculture during much of the previous decade and by the inroads of 
Government competition via the Federal Land Banks. 
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staff sufficiently readied to begin supplying it.“* Much the same 
has been true, though in different timings, of research on general 
economic policy questions apart from investment research needs. 

Both types of demand (for investment and general economic 
research) have too much in common—as do the services rendered 
for meeting them—to permit drawing any distinguishing line be- 
tween these activities. Suffice it to say that a good deal of central 
research bears upon both general and specific fields of investment 
and of economic policy. Also, in cooperation with the legal, operat- 
ing, and other departments, much is done to help assess the prob- 
able effects (early and ultimate) of economic-policy actions and 
attitudes taken by the executive, legislative, and judicial branches 
of government. 

Economic forecasting, short and longer range, occupies much 
of the research and other activities of a business economist in many 
lines of business, as shown by the Fortune survey (footnote 3). 
And that is true of some life insurance economists, although it can 
be overdone—to the detriment of basic research for which an econ- 
omist is more uniquely fitted. In the case of Metropolitan, 5 per 
cent would seem a liberal estimate of the time consciously devoted 
to crystal ball: gazing. The reason is that, in at least this writer’s 
view, a life insurance company is almost uniquely advantaged by 
a direct and prompt “feel” of the economic outlook. Its president 
and high investment executives work close to where the psycho- 
logical and economic generating forces form and impinge. Their 
vantage point excels in some ways that of even a banker, and in 
some different ways that of an economist. For one thing, there is 
inevitably a lag in the latter's statistical composites on plant and 
equipment intentions and analogous forward-looking variables, as 
on others. All in all, the wisest forecasting procedure in a life in- 
surance company seems this: to weigh heavily the informed ex- 
ecutives’ opinions when considering the economist’s opinion, and 
to review the carefully-marshalled supporting data developed as a 
by-product of the economist’s more basic analyses of conditions, 
policy, competition, et cetera. 

Inquiries into savings, investment, and general economics cover 
a myriad of questions in several sectors.14 They are treated either 


18 Valuable groundwork for this was laid by the late Dr. Corliss L. Parry, 
who left The Ohio State University faculty to join the Metropolitan staff at that 
time. He had just completed his Ph.D. thesis there on “Investment Policies 
and Practices of U.S. Legal Reserve Life Companies.” 

14 Examples of sectors or sub-sectors: Interest rates and other fiscal- 
monetary matters; inflation; saving and debt outlook ten years hence; com- 
petition for investment outlets; “Fanny Mae” and other forces in urban real 
estate economics; farm vs. industrial productivity; industrialization of the 
South; effects of St. Lawrence-Niagara on transport- and energy-networks and 
on the geographical distribution of industries, markets, etc. 
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one at a time (each geared in, of course, to company interests), 
or in some grouping so collated as to bring out suitable comparison- 
or contrast-values more appropriately and inexpensively than could 
departmental research units. 

As in ali other parts of the work, important and pertinent con- 
ditions or forces are measured, whenever possible; and presenta- 
tions are enhanced by liberal use of well-planned charts and tables. 
Even on policy questions, the answer is whenever possible “quanti- 
fied”—if only by gradational adjectives, adverbs, and clauses; more 
rarely is the valid answer a dichotcmous Good or Bad, Yes or No! 

Even though it took a Great Depression and a New Deal to pre- 
cipitate demands for service in the three-fold area here under dis- 
cussion, the need shows no sign of slackening in the complex and 
fast-changing economy of the 1950's. In some directions it is keener 
then ever—here, as in other companies both inside and outside the 
life insurance business. 

Some research in financial sectors of economics not directly 
pointed toward investment management planning is done by the 
central economics staff.15 And, per contra, not all economic re- 
search which is so pointed is necessarily conducted in that central 
staff. Others are more naturally called upon in cases where the 
required knowledge is either (1) so intensive that it would con- 
cern marketing research and other economic analysis for much too 
specific an end-product or service of some obligor, or (2) so exten- 
sive that it would run far afield from economics into such other 
disciplines as engineering, cost accounting, metallurgy, or chem- 
istry.1¢ 

Questions of type (1) can better be handled by the investment 
department’s own real-estate or industry specialists. While these 
last are primarily security analysts working on particular companies, 
they must, in order to function wisely on their main job, know the 
economics of the specific industry concerned, including its con- 


15 Examples: Although the company holds virtually no investments in 
municipal securities, the Bureau .necessarily includes state and local govern- 
ments in its fiscal studies of public spending, debt, and tax-load pointed to- 
ward such general matters as economic policy, pressure on policyholders, cap- 
ital demand, and inflation. 

Although the company has no investment stake in common stocks, the 
stock market is not overlooked as an alternative channel of policyholder saving 
and investment (directly and through intermediaries, e.g., mutual tunds) and 
as a refiector of inflation and deflation; also (in recent years) because of its 
bearing on the so-called “variable annuities” argument. (Compare critique 
given in the previous issue of this Journal, pp. 71-87.) 

16 Examples of (1)-(2): the prospect, during the normally long future 
life of a loan, of the competitive advantages and disadvantages, potential 
market, etc. of: (1) a six-story office building at the corner of X and Y Streets 
in the town of Z; (2) a tool steel derivable by a new process A from B type 
ore, mined near the growing industrial region of C in Canada. 
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dition-trends. These matters entail economic research of an inten- 
sive kind better handled there than in a central economics staff. 
Questions of type (2) may perhaps be better answered by engaging, 
when necessary, outside consultant firms already staffed with men 
in the diverse necessary professions. 


Competition in Marketing Insurance and in Investing Money 


Competition may be said to constitute not so much a substan- 
tive area of research as a point of view for guiding the research on 
substantive areas. But as a point of view it has come to play a cru- 
cial role. Whoever markets a product or service must compete— 
whether it be for people’s savings, for insurance customers, or for 
investment outlets—and a life insurance company vies for all three. 

Essentially, investing forms a part of the economic process 
known as “marketing,” no less truly than does the marketing of 
insurance protection itself. The premium rivulets which the insur- 
ance companies help canalize form part of the capital “supply,” 
which flows into the “market” to meet the changing “demand” and 
has to be “sold”—or, more strictly, “rented-out.” Just as a real estate 
broker is engaged in marketing building-owners’ office space in 
competition with other brokers, or a workman rents out his services 
on the labor market, so an investment executive rents out capital 
for an equilibrium “price” or interest rate analogous to a rental or 
a wage rate." 

These basic truths retain their validity even when the process 
of their actual working-out to equilibria seems stopped or impeded 
temporarily (sometimes for extended periods) by forces of non- 
economic origin, such as diverse governmental interventions. In- 
vestment and insurance executives alike have much more need now 
than two or three decades ago for collated information on the 
changing nature and strength, not only of those interventions, but 
also of the basic forces—savings supply and capital demand—both 
broken down into their components so far as is feasible. 

The place where the economy impinges more vitally than on 
any other single one in a life insurance company’s anatomy is its 
competitive status. To help guard and improve it, the company’s 
economic research program has always included a careful watching 
of competition broadly defined. 

Competition long ago came to be viewed as covering much 
more than the obvious matter of volume trends (by type of in- 
surance, by states, etc.) of other insurance companies, singly and 


17 Omitted from this paper is the work on labor markets and competition 
for clerical and salesman help; also on price outlook for paper, virtually the 
only “material” (except integrity!) which goes into a life insurance company’s 


“product.” 
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collectively.1* It would be anomalous, and grossly negligent, for 
an economist to stop with a concept so unrealistically narrow. A 
horse with blinders on can see only a limited horizon; but an 
economist is, by instinct and training, uniquely well equipped to 
view a whole horizon. Just as important as other companies’ 
competition, and at times vastly more so, is that enamating from 
outside types of insuring, saving, and investing. And there are 
still broader economic forms of competition for the consumer's dol- 
lar and saver’s dime. For instance, thirty years ago the tax collector 
encroached but little on people’s savings margins, instalment sell- 
ling was an infant industry, commercial banks did only a little lend- 
ing on mortgages, and several types of private and government “in- 
vesting” did not even exist. But how different now! Some of these 
forms of competition narrowly and broadly viewed, might be more 
fully exemplified as follows: 
Other life insurance companies; 
Blue Cross, Blue Shield, etc.; 
Savings bank life insurance (in three states); 
Government selling to the public of annuities (in Canada) and of life 
insurance (in Wisconsin); 
Government insurances for Armed Forces and for Veterans; 
Gratuitous or semi-gratuitous government pensions for the public; 
Quasi-insurance under the government’s “Old Age and Survivors Insur- 
ance” program, with its compulsory and tightening tax drain on the 
“insured” millions, and its possible ultimate tendency to curb people’s 
incentive for themselves providing voluntary insurance for their sur- 
vivors; 

Income tax and other fiscal drains on the policyuholder—perhaps sharpen- 
ing the need, but dulling the ability, to buy more insurance; 
Growing consumer-debt instalment claims on families’ future incomes; 

Luxury items in the family budget; 

Uninsured pension plans as competitors for insured-annuity customers; 

Commercial Banks’ liberalized mortgage loan and term loan operations; 

Mutual Savings Banks and Savings & Loan Associations as competitors 
for savings and investment; 

Mutual Funds and other latecomers to the list of outside private agencies 
competing for the saver’s dime, and for investment outlets; 

Federal Land Banks’ farm. mortgages; 

Government lending, insuring, and guaranteeing in home mortgage field; 
public housing, power, etc. 


Presenting the Results of Economic Research 
Communication of results, which is “teaching” in a very non- 
didactic sense, ranks equal in importance with research proper. 
Except for the types of outside contributions sketched at the end 
of this section, all research output is for internal use only; and this 
forms well over 90 per cent of the whole. Hence the modus oper- 
andi warrants brief consideration. 


18 But competition as to price is, in an insurance company, obviously 
actuarial, and (like product-development) is best handled by actuarial and 
market development units. 
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Verbal means, both oral and written, inevitably form the main 
communications media—but not all. Thus, in communicating ans- 
wers to some kind of questions, a suitably planned table or chart, 
with little or no text, is worth more than many words—if not the full 
“10,000” claimed by the proverb. Such kinds of questions, if likely 
to remain of interest for some time, can be kept answered by such 
means as simply adding a curve or a chart to the questioner’s chart 
book. Nearly a dozen such have for many years been maintained 
(in duplicate, re-posted periodically ) for the heads of the company 
and of the principal departments most affected by economic con- 
ditions. Some exhibits are economic; some operational; some both, 
inter-compared. The chart groupings are ali different, being so se- 
lected and commingled as to tailor each to the needs of a particular 
executive. The collections range all the way up to 50 charts (and 
tables), averaging perhaps 20. 

Charts form not only valuable media of communication between 
the research unit and the executive; but they are also a by-product 
which, in itself, can have great value to an executive in internal 
management of his own department. They symbolize, in this com- 
pany, what has now become a nationwide movement in industry 
toward effective use of charts as an aid in administrative control. 
If the company’s experience is a valid guide, executives are much 
more chart-minded (as well as. more fact-minded and analytical ) 
than 30 or even 15 years ago. Not only straight time-series and pair- 
ings in various forms, but even logarithmic, frequency-distribution, 
and regression diagrams can usefully be made fit for executive con- 
sumption as clarifying and time-saving aids to understanding. 

With respect to verbal communicatiuns: these range from a 
one-minute conversation or half-page memo answering some spot 
question, all the way through 1,000-5,000 word bulletins and reports, 
to book-length studies devoted to some large and’ many-sided prob- 
lem especially important to the company or the life insurance busi- 
ness as a whole. Needs of this last magnum opus type turn up, of 
course, only once or twice in a lifetime and are best handled in in- 
stalments or chapters spread over a year or so. 

Naturally, heavy artillery is not used to shoot sparrows! The 
vast majority of written answers are compressed to ordinary memos 
of one page or less; but a group of inter-related topics might re- 
quire three to five pages, circulated usually to several executives 
with either common or interlocking interests in the subject matter. 
Research memos, somewhat longer, might number from 10 to 20 
a year, of which only two or three would normally go to any one 
man. 

In addition to the above types, some more periodic documents 
communicate the facts for assisting executives to keep tab on the 
current pulse of conditions affecting their respective interests. Those 
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of the intensively localized type (“Territorial Digests”) for a re- 
gional executive vary in frequency up to four times a year, and in 
length from three to ten pages—both depending on the direction 
and speed of conditions within the region and its subordinate areas 
concerned. Analogous considerations govern the occasional cross- 
comparisons among all territories as to insurance performance and 
basic market conditions (“Inter-Territorial Digest”) made for re- 
gional and higher executives. 

Another main type of intra-mural document “Economic Bulle- 
tin”) covers, 12 times a year, the economy as a whole and those 
principal segments which at the time exert, or bid fair to exert, 
significant effects upon companywide performance or problems. 
This is too broad an assignment to cover in its every phase every 
month without undue length. However, by rotating many of the 
fields covered, and by other devices, such as free use of charts, it 
is possible to distill each “Economic Bulletin” down to not over 
eight pages of text proper, normally requiring only 15 or 20 min- 
utes of reader-time. This Bulletin goes to all officers and other high 
administrative personnel. It is designed in good part as a coordina- 
tion device—to show each executive the flux of others’ operations, 
and of the basic forces and problems impinging upon them. Thus 
it contributes to both his breadth and depth of understanding. 

The several types of special and general media described above 
have to be supplemented in various ways: for example, occasionally 
(a) by half-hour talks on economic prospects or some other im- 
portant problem of fairly general interest to executives; (b) by 
contributions to company magazines; (c) by helping company or 
department heads prepare statements on economic or insurance 
matters within their jurisdiction for the public cr some government 
body (e.g., the Temporary National Economic Committee); and 
(d) by private counsel to a company committee on economic as- 
pects of some management or management-planning problem con- 
fronting it. 

Altogether, Metropolitan’s interests are sufficiently varied to 
cover a fairly substantial portion of what is known about the econ- 
omy. A central arsenal of economic information, though far from 
universal in scope, must be constructed with enough imaginative 
foresight to supply most kinds of needed ammunition promptly. 
This is a prime requirement in all communications from business 
economists; to fulfill it reasonably well, a business economist must 
constantly follow the motto, “Think Ahead!” 

Sometimes the questions run in doctrinal directions, such as 
tracing through the ultimate incidence of this or that type of tax; 
the probable economic effects of (say) dollar devaluation in 1933, 
or of unemployment compensation; the likely ultimate effect of 
this or that new legislation on savings supply or on capital demand. 
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Some executive may wish to see some article or book, probably 
with a gist and a commentary. But generally the questions are 
factual, both broad and narrow. They are also both quantitative 
and qualitative. Some relate specifically to a management problem, 
such as planning next year’s labor budget. But most bear upon 
management planning more broadly. 

In the nature of the case most of the research done is applied 
rather than “pure,” in the sense of “ original”; though some *® falls 
in the latter category, and a good deal merits being called critical 
scholarship.” 

Sometimes the pleasant duty arises (as in the present instance ) 
of making available on request some contribution to outside media 
—whether published or not. These comprise (a) research reports 
to outside committees *! of which the economist or an associate is 
a member; (b) copies of data compilations for related outside 
agencies; 2? (c) talks or articles for professional associations and 
periodicals in insurance, statistical, labor, and other economic 
fields; * (d) more extended monographs ** for some symposium 
or other special occasion.” 


19 Example: Construction of a statistical composite to measure industrial 
labor turnover: a pilot project later deemed worthy of adoption and further 
development by the U.S. Bureau of Labor Statistics, which still operates it in 
much enlarged form. 

20 Example: Critique (later published) of Beveridge’s book, Full Employ- 
ment in a Free Society. 

21 Examples: two committees of L.I.A.A. and A.L.C.; two or three of the 
National Bureau of Economic Research; U.S. Chamber of Commerce Economic 
Policy Committee; U.S. Bureau of Labor Statistics and its Business Research 
Advisory Committee. 

22 Examples: tables of composite data for the Institute of Life Insurance, 
to give a head start on its “Fact Book” project; aid to L.I.A.A.’s Directory of 
Investment Research; occasionally (when solicited) data or suggestions to 
newly-appointed economists of other insurance companies. 

23 Examples: A.A.U.T.1.; American Satistical, Sociological, and Manage- 
ment Associations; Academy of Political Science, Federal Reserve System; 
U.S. Department of Labor. 

24 Examples: for National Bureau of Economic Research Symposium on 
Unemployment; for American Enterprise Association, a monograph on Guaran- 
teed Wage Plans. 

25 Perhaps of particular interest to readers of The Journal of Insurance: 

(a) The closest approximation thus far to a definitive synthesis of insur- 
ance-economic relationship as seen by this writer (prepared on request of the 
New York Insurance Department) is included as a part (vol. 6, chap. 3, pp. 
59-148) of its seven-volume guide, Examination of Insurance Companies, under 
the title “Significance of the Personal Insurance Business in the National Ec- 
onomy” (1955). 

(b) A Canadian counterpart, prepared at the request of the Canadian Life 
Insurance Officers Association, was incorporated with contributions from other 
sources in the Brief submitted by the Association to the Royal (Gordon) Com- 
mission on Canada’s Economic Prospects, under the title, Significance of the 
Life Insurance Business in the Canadian Economy (78 pp., 1956). 
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Conclusion 


The services of the Business Research Bureau to Metropolitan 
and to outside consumers, as described and illustrated in this paper, 
could not possibly be rendered single-handedly. No one man can 
know the diverse economic and operational fields involved with 
enough thoroughness and precision to handle such a function suc- 
cessfully. Hence most of the jobs done are handled not by any 
individual but by small task forces designed for the particular need. 
These range from two up to the entire small staff. 

The degree of success attainable in the Bureau’s linking of eco- 
nomics to management planning depends heavily on the intellectual 
and other qualities of one’s immediate associates. In the Business 
Research Bureau, that is happily high. By striving for first-rate 
quality in the Bureau’s workers and in the work accomplished, the 
organization (in common with other research arms of the com- 
pany) seeks to maintain, and further raise, the company’s long- 
standing respect and reputation for good research.** One of its 
earlier Presidents first dubbed it “Metropolitan University!” 

It is hoped that the Bureau has encouraged a raising of the 
average quality of research done by business economists generally. 
Among some teaching economists there seems to be a “cultural lag” 
in realizing how much progress many practicing economists have 
accomplised in the depth and breadth of their analytical, critical, 
and constructive work. Many are as familiar, for instance, with the 
body of book and periodical literature on their professional fields 
as are their academic confréres. Better mutual understanding would 
be beneficial all around; and it is hoped that this case study of how 
one company’s economist and his associates in one line of business 
function may help toward that end. 

26 Examples from medical, biometric, and other noneconomic fields of re- 


search by Metropolitan men: Drs, Lee K. Frankel, Louis I. Dublin, Alfred J. 
Lotka, and Donald B. Armstrong. 
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Business must look ahead cr be left behind. Responsible ex- 
ecutives are well aware of this axiom. The basic question in this 
important area of management therefore is not whether to plan 
ahead but how to do it. The business man has two choices: he may 
“play it by ear” or he may plan systematically. Actually some so- 
called self-made practical businessmen are successful at playing 
it by ear. They are professional artists in the true sense of the word. 
But professional artists in this field are scarce, actually more scarce 
than the numbers that engage in the art. Unhappily, the cost of 
discovering that a “would be” psychic planner has only amateur 
standing comes high. Amateur planners do well to play their guess- 
ing games for lower stakes and to save their hunches for the Wed- 
nesday night poker game. Systematic planning is the best substi- 
tute for the sixth sense. Since this writer unfortunately is not 
qualified to discuss the ways and means of developing the sixth 
sense, the subject matter of this paper will have to be restricted 
to systematic planning. 


Objectives of Long-Range Planning 

Two basic functions are of primary importance in the manage- 
ment of insurance companies: financial and market. The financial 
objectives include (1) a sound financial position, (2) financial 
growth, and (3) controlled costs. Any long-range financial plans 
for an insurance company, therefore, must include continuous study 
of the investment outlook, trends in underwriting results, trends in 
fixed and variable expenses of operation, and policy dividends—all 
of these not only within a given company but also for the insurance 
industry at large. 

Market objectives of an insurance company, like those of most 
other types of companies, include maintaining its share of the 
market and then, if desirable and possible, increasing its market 
share. The first of these objectives requires continuous study of 
general economic growth, growth of the market area, growth of the 
insurance industry, and the growth of other industries which com- 
pete for the insurance premium dollar. The second objective, market 
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development, requires continuous study of ways to improve the 
present coverages, innovations in terms of new coverages, com- 
petitive pricing, and the sharpening-up of marketing techniques. 

In addition to the primary functions of finance and marketing, 
the subsidiary functions of employee development and public re- 
lations are of significant importance to long-range planning. Plan- 
ners must continue to study employee development and employee 
relations. The problem of hiring new executives seems to have be- 
come so acute that companies in some industries appear now to 
have accepted the responsibility of building executives in their own 
companies rather than depend upon their ability to buy executives 
in the open market. The do-it-yourself trend has hit the executive 
development field and is gaining momentum. 

The “community concept” of business has developed to such a 
stage today that business management cannot afford to lose sight 
of any of the community interests involved in its operations: owners, 
employees, suppliers (reinsurers), customers, and the government. 
Therefore, business administrators must study the problem of main- 
taining goodwill within the insurance business, harmonious rela- 
tions with regulatory bodies, and pleasant relations with the com- 
munity. Long-range planning cannot overlook this important aspect 
of business management. 


Functions of the Research Department 


A company research department is crucial to the development 
of long-range plans. One of the primary functions of such a re- 
search department is the compilation of data on the market struc- 
ture. In order successfully to formulate company policy with re- 
spect to expansion of fixed assets, development of new sales outlets, 
addition of new coverages and contracts or the elimination of old 
ones, and possible variations in selling methods, the responsible 
executive needs facts. He needs to know among other facts the 
size and characteristics of the market in which the company oper- 
ates, the nature of its customers and their consumption patterns, a 
comparison of the company’s policy contracts with those of com- 
peting companies, seasonal sales patterns, sales fluctuations as busi- 
ness conditions vary, and the status of the company’s sales and costs 
in comparison with those of its competitors. 

Another important function of the research department is market 
diagnosis. This function involves a description of the day-to-day 
events that are taking place and an analysis designed to explain the 
events or to identify their causes. A market diagnosis is useful to 
business executives for a number of reasons. (1) Management is 
able to revise its plans on short notice. Plans covering long periods 
of time in the future are exposed to more than ordinary liability 
to error. Unexpected changes may render a plan established six 
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months ago invalid. (2) The plans of the company can be checked 
at regular intervals against the accuracy of the assumptions under- 
lying these plans. These checks help to protect the plan by substi- 
tuting a systematic market investigation for an intuitive managerial 
approach to the market. Hindsight often improves on foresight. 
(3) Management can compare the achievements of the company 
ia the recent past with the possibilities offered by that past. (4) 
The market diagnosis serves as a basis for market prognosis. 

Market prognosis is still another essential function of the re- 
search department. Predictions of future developments are pre- 
requisites to the job of business planning. Sales forecasts by classes 
of coverages and types of contracts are important. Forecasts deal- 
ing with rates at which coverages should be sold and at which serv- 
ice should be provided ought not to be discounted. Market prog- 
nosis involves both quantitative market research based on statistical 
data and qualitative market research based on survey techniques, 
including the depth interview. 

The operational breakdown of the functions of the research de- 
partment can be divided into two major functions: systematic re- 
search and incidental research. 

Systematic research is that which is repeated at regular inter- 
vals. It includes forecasting sales for budgetary purposes, analyzing 
costs periodically, establishing sales quotas, checking sales effi- 
ciency, keeping tabs on market shares and surveying policyholders 
periodically to determine whether or not the company meets their 
needs and whether or not the policyholders are satisfied with the 
company. An important kind of systematic research is the periodic 
market audit designed to assist executives in achieving the most 
profitable marketing mix—proper combination of price, quality, ad- 
vertising, distribution channels, etc.—for the year, without violating 
the company’s other objectives. 

A market audit includes several analyses. (1) An analysis of 
the present status of the company’s objectives, means of operation, 
problems, and management outlook. (2) An analysis of the func- 
tional position of the company in the market, that is, the function 
performed by this particular company as distinguished from the 
functions performed by its competitors. The purpose of this anal- 
ysis is to locate both the weak points and the strong points of the 
company in its market so as to find the answers to the questions of 
why people buy from this company rather than from another and 
why people buy from another rather than from this company. (3) 
An analysis as to whether the company’s present market position 
can be improved by a change in policy, or whether a fundamental 
change in the markets served by the company might be in order. 

Incidental research is reseaich of a distinctive nature arising in 
the course of company operations. It involves special projects rather 
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than repetitive study of operations. Examples of incidental research 
are problems relating to the location of a new home office or a new 
branch office and the effect of proposed legislation on the insurance 
business. 

Research departments must be “on guard” to prevent requests 
from department heads for incidental research from “over loading” 
the staff to the extent that systematic research is left to suffer. The 
department must have adequate personnel to carry out systematic 
research operations effectively. The work should be organized to 
enable a shift in duties within the department to handle incidental 
research. Additional people should be on call when needed to 
handle incidental research. Competent university professors are a 
good source of “on-call” research personnel. 

Although there seems to be no logical basis for this separation, 
in some companies market research and economic research are sep- 
arated. No distinct boundary between market research and eco- 
nomic research is discernible. The techniques and approaches are 
the same, therefore, more effective results are obtained when the 
functions are combined. The trend now among business in general 
is to combine the functions in one department. 

The day-to-day work of the research department is concerned 
chiefly with forecasting. A written forecast should be made in all 
cases and the assumptions underlying each forecast should be made 
clear. Forecasts should be based not only on technical consider- 
ations but also on the feelings of the executives and agency men 
on conditions in the business. The forecasts should take into account 
the results of surveys of the needs of the public. Most important, 
a regular procedure should be established for checking the accu- 
racy of each forecast and for relating accuracy to type of method 
used and assumptions upon which the forecast was made. Only by 
keeping track of past mistakes in forecasting can forecasts be in- 
terpreted correctly in the future. 


Plan of Operation 

Data necessary to effect an adequate planning job may be as- 
sembled and analyzed by external sources or by internal sources. 
Proper allocation of work between these two major sources is a 
fundamental consideration in establishing an effective plan of oper- 
ations. External sources, composed chiefly of consulting services 
and cooperative research activities, are best used when a special 
talent or type of work is required which is not readily available 
through company personnel or when a broad perspective on some 
general aspect of company operations is desired. Non-competitive, 
cooperative research might be employed for information of general 
use to the entire insurance industry so long as it is properly super- 
vised and does not lead its users to a false sense of security. Ex- 
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ternal research sources also are highly desirable for checking the 
results obtained by internal sources. 

- Examples (from research activity mentioned curler in this 
article) for which external sources are best used include long-range 
forecasts of economic conditions for the industry; research in med- 
icine and safety; special research problems in the area of in- 
vestments, public relations, advertising, personnel, and proposed 
legislation affecting the business; and technical market research. 
External sources also might best be used by some companies for 
technical statistical analysis or for problems requiring the use of 
special tabulation equipment. 

If the work is repeated regularly or if a specific research prob- 
lem requires a talent readily available in the company, internal 
sources seem to be best adaptable for the job. Examples (from the 
research functions discussed earlier in this paper) of work that 
should be done by the company’s own personnel include the study 
and establishment of sales quotas; comparison of sales with those 
of other comparable insurance companies, with industry totals 
broken down by states and types of coverages, and with the move- 
ment of the economy; continuous analysis of cost figures; and hand- 
ling of forecasting problems in connection with the preparation of 
the operating budget. 

A Centralized or Decentralized Research Department? 

The principal decision to be made in organizing the company 
for research is whether to centralize research operations in a sep- 
arate staff research department or to decentralize the research oper- 
ations by placing them in the various operating departments con- 
cerned. In favor of decentralization are the following arguments: 
(1) The researchers are more likely to have an adequate grasp and 
appreciation of operating problems and therefore are less likely to 
be working in the clouds or in a vacuum; and (2) The researchers 
will find the personnel in their own operating departments more 
cooperative with and less suspicious of their work. 

In favor of a separate staff research department are the follow- 
ing: (1) The independence from operating departments promotes 
a more objective attitude to research problems, assuming the re- 
search department is attached to a high-ranking officer of the com- 
pany; (2) More effective use of research talent is made possible 

use there can be an interchange of ideas and because research 
specialists are available for work on any research project; (3) A 
uniform standard of research work is assured with a trained re- 
search man in charge to judge the soundness of the studies, and 
(4) The ability to attract better research talent is enhanced if re- 
search is not to be buried in an operating department but instead 
is to be given the dignity of its own department. 
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To pursue the staff versus operational distinction further, a 
separate research department overcomes several serious limitations 
of assigning research activity to operating departments. When 

are responsible to the persons whose work they are 
analyzing, they are subject to undue influence. Unfavorable or dis- 
couraging results might be buried. Operating personnel in other 
departments are not likely to give researchers much co-operation 
since they are “outsiders” and in a way “competitive.” A separate 
research department can eliminate the friction of competition. 

Experience indicates that research is most effectively carried 
on when it is organized on a staff basis. Therefore, whenever possi- 
ble, a separate staff research department should be created. If, 
however, a particular type of research falls entirely in one depart- 
ment and sufficient work is available to keep a research person 
busy full time, no serious harm is done to the organizational pattern 
by assigning research personnel for the exclusive use of that depart- 
ment. For example, the investment research could be done by re- 
search personnel assigned to the finance department and personnel 
research could be carried on by research people assigned to the 
personnel department. There should be close liaison, however, 
between these research men and the saff research department. One 
of the organizational problems, of course, is whether the research 
specialists assigned to particular departments should be responsible 
to the heads of these departments or to the head of the research 
department. If a researcher is not directly responsible to the head 
of the research department on matters of budget and general ad- 
ministration, his work should be subject to review by the director 
of the research department to assure high quality and objectivity 
and to give the researcher the feeling of belonging to the company’s 
research team. 


Organization of the Research Department 

Where should the centralized research department be placed in 
the organizational structure of the business? Ideally, research 
should be a staff function and attached to a major officer of the 
company, preferably the president or executive vice-president. The 
point is important that the executive officer to whom the research 
department is assigned be one who is in a position to initiate changes 
in operations which might be indicated by research findings. As a 
general rule, it is best not to attach the department to the vice- 
president in charge of agencies or sales, for good salesmen have a 
difficult time being completely objective. By nature, they are opti- 
mists. They have a way of using research much as a drunk uses a 
lamppost: for support rather than illumination. 

The research department itself should include the following 


personnel: 
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(1) A research director with broad experience in research prob- 
lems of all types, including particularly marketing and economic 
problems, and with some knowledge of statistics. He should be able 
to present and interpret research findings to management both 
orally and in writing. Naturally, to head a department he must have 
administrative acumen. In addition to his duties of directing the 
over-all activities of his department, he should act as liaison with 
the operating departments and executives of the company. His 
most important duty is to recognize problem situations from ob- 
servation of company operations and to initiate research necessary 
for solving the problem. 

(2) An assistant research director with expert technical ability 
as an economist, statistician, or market analyst and with the ability 
to substitute for the director whenever necessary. His specific duties 
should be to direct the actual research work of the department to 
see that the work goes along smoothly and that schedules are met 
with adequate results. In relatively small research departments he 
could also be required to assume the responsibility for one of the 
major areas of systematic research. 

(3) Several senior men responsible for each of the other major 
areas of systematic research: (a) economists to analyze the present 
and current trends with respect to general economic conditions; 
(b) a market analyst to study market shares, to interpret market 
trends, to study the potentialities of new coverages, to analyze 
problems dealing with locations of agency outlets and other loca- 
tional problems, and to do the specific job of periodic sales fore- 
casting; (c) a cost analyst to study trends in the component ele- 
ments, such as administrative, marketing, and actuarial, that enter 
into the final cost of insurance; (d) a survey technician skilled in 
the field of sampling who can design samples and supervise field 
work in connection with surveys of public attitudes toward the 
company, the coverages it offers, the industry of which it is a part, 
or any other matter for which the company might wish to take 
the pulse of the public; and (e) someone qualified for sales research 
to study methods of training, educating, and motivating consumers 
to buy and agents to sell. In the relatively small research depart- 
ments, several of the above functions might be combined into one 
man. 

(4) Supporting personnel of research assistants, machine clerks, 
typists, and secretaries. 


Conclusions 


The insurance business, like every business, will always be faced 
with problems; not always the same problems, of course, but prob- 
lems which will need attention. The better organized a company 
is to identify these problems and face them, the greater will be 
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the progress in meeting the objectives of both consumers and in- 
vestors. 

Typical of the problems facing the insurance industry today 
are: (1) the marketing revolution in certain lines of insurance which 
make these lines appear to have taken on the nature of “bulk” 
goods rather than “shopping” goods; (2) the personnel revolution 
which makes it more difficult to attract high grade personnel with 
low grade salaries; 1 (3) the product (contract) revolution in prop- 
erty-liability insurance brought on by multiple line underwriting 
and the trend toward comprehensive and all risk coverages; (4) 
the product (contract) revolution in life insurance brought on by 
highly competitive “specials,” the growth in public attention to dis- 
ability coverages, and the gradual realization by the public of the 
erosion of life insurance values brought about by secular inflation; 
and (5) the social revolution in insurance which is bringing stricter 
public control, with possibilities of centralized Federal regulation 
rather than decentralized state regulation, and which is introducing 
more and more coverages written by government or required by 
law even though written by private companies. 

These are only a few of the problems faced by the insurance 
business today. Some companies are better organized than others 
to deal with them. These are the ones that will forge ahead. The 
enes that “ride with the tide” are likely to get the wash. 

1 Sometimes one wonders whether or not the insurance companies could 
pay higher salaries while at the same time reducing labor costs, The personnel 
functions of “firing” seems to be exercised rarely in insurance companies. Per- 
haps if companies would (or could) insist on a full day’s work from their 
employees, they could get the work done with fewer employees and offer them 
higher pay. Then personnel men will not be afraid to fire someone, for they 
will know that the employee can be replaced easily at the salary allotted to 
the job—and the employees will work harder because at higher pay levels the 
job would be worth keeping. As it appears now, many insurance company em- 
ployees do not have to work hard because they know that they will not be 
fired; and if by some accident they were, they probably could get a job at 
least as good somewhere else. 
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For an understanding of insurance education in Great Britain, a 
brief description of the English educational system and of the 
British insurance market is necessary. 


The English Educational System 


Public education in England is free and compulsory between 
the ages of 5 and 15. A child goes first to a primary school until 
age 11. At that age, on the results of an examination, he is sent 
to a secondary school. Secondary schools are divided into grammar 
schools (for the most intelligent); technical schools, of which there 
are only a few; and modern schools for the great bulk of the school 
population. A few comprehensive schools, for children of all levels 
of intelligence, have recently been opened. Children usually stay 
at grammar schools until the age of 16, or 18 if they intend to go to 
a university. Entry to the university is open only to children who 
pass a public examination in a prescribed combination of subjects. 
The proportion of boys and girls entering universities is much 
smaller than in the United States. British universities provide few 
vocational courses. The great bulk of recruitment to insurance 
comes from grammar schools and consists of boys and girls leaving 
school between ages 16 to 18. ; 

Side by side with the public educational system are a number of 
fee-paying private or “independent” schools at which perhaps 5 per 
cent of the population is educated. Many are boarding schools. 
The pattern is one of preparatory schools for children of ages 8 to 
13. At age 13, the child seeks to enter a secondary school, known 
as a public school although most such schools are in fact private 
schools. These schools offer an education of the same type as that 
provided by grammar schools and prepare children for the same 
external examinations. 


Insurance and British Universities 


No direct preparation for employment in insurance is under- 
taken by any British university, with the sole exception that the 
University of Edinburgh provides a post-graduate diploma in actu- 
arial mathematics. So far as is known, no university teacher in 
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Great Britain devotes any substantial part of his time to teaching 
insurance. There is not more than a small insurance content in the 
degree courses of a few universities in law and economics. Only a 
few university graduates are recruited to insurance except for the 
purpose of becoming actuarial students. A rising proportion of actu- 
arial students are university graduates, but the proportion is little 
more than 25 per cent. 


The British Insurance Market 


The British insurance market consists of (a) companies and 
( b) Lloyd’s. The larger risks are placed by the intermediary of 
insurance brokers. At Lloyd’s, business can be placed only by the 
intermediary of an accredited broker. 

The dor-inant factor in the British insurance market is the large 
composite insurance companies or groups of companies, of which 
there are about thirty. These companies transact all classes of insur- 
ance, life and non-life alike. 

Life insurance is transacted by 


(a) composite companies; 

(b) specialist life offices, many of them mutuals; 

(c) industrial-ordinary offices, that is, offices which transact 
industrial life insurance as well as ordinary life insurance. 
Some of these are also composite companies. 


Industrial life insurance is transacted by full-time agents, of 
whom there are about 50,000. The educational standards of these 
men are not usually as high as those of other insurance employees, 
and their technical insurance education is limited to what their 
companies may provide. 

Lloyd's is centred in London. It is a market-place for non-life 
insurance written by individual underwriters who may be either 
active underwriters or passive “names” who merely provide the 
necessary capital. Lloyd's transacts a littie more than half of the 
total marine insurance. Its: marine insurance income is exceeded by 
its non-marine income. 

The insurance population of Great Britain probably approaches 
200,000, of whom 50,000 are industrial insurance agents. One-third 
are women who take little advantage of existing facilities for tech- 
nical education. 


The Chartered Insurance Institute 


Facilities for insurance education other than actuarial educa- 
tion, are centred on The Chartered Insurance Institute. The Insti- 
tute is a voluntary association, for education, social, and benevolent 
purposes, of insurance men and women. Its membership exceeds 
38,000. The Institute movement originated in Manchester in 1873. 








80 The Journal of Insurance 


From there it spread to other provincial cities. The local] institutes 
thus formed came together in a Federation in 1897. The Federation 
took responsibility for organising insurance examinations. It was 
granted a Royal Charter in 1912 under the title of “The Chartered 
Insurance Institute.” The Institute now has 76 local institutes cov- 
ering the whole of the United Kingdom. Twenty-three insurance 
institutes have been formed in other parts of the Commonwealth 
and are affiliated to it. The affiated institutes in Australia, Canada, 
and India now conduct their own independent examinations. 


Examinations 


The work of The Chartered Insurance Institute is based on its 
examination system. A description of that system is therefore essen- 
tial. The main examinations are three in number. There is first a 
preliminary examination in school subjects for candidates who have 
not passed the appropriate public examinations at school. This is 
followed by the Associateship examination which gives the success- 
ful candidate the right to election as an Associate of the Institute 
(“A.C.L1.”). 

The Associateship examination is in six branches—General, Fire, 
Life, Accident (viz. casualty), Marine, and National. Each branch 
has three parts, each covering three subjects. In some branches a 
choice of subjects is available. Study for each part normally takes 
a year of part-time study, though it is possible to complete the sec- 
ond and third parts in one year. The Associateship is attained by 
completing the work in one of the six branches. 

The Accident branch is the most popular though its supremacy 
is now being challenged by the General branch. The General branch 
includes papers on the elements of insurance and on the principles 
of fire, life, accident, and marine insurance, together with a choice 
of papers on engineering insurance, aviation instrance, and on 
claims in three selected classes of insurance. In the other branches 
the papers are more specialised though each (except National ) 
contains one paper on the elements of insurance generally. Thus, in 
fire insurance a candidate must satisfy the examiners in the theory 
and practice of fire insurance, policy drafting, general fire hazards, 
fire claims, loss of profits insurance, chemistry or electricity, the 
law of fire insurance, and fire extinguishment and fire alarm systems. 
A high standard is demanded of candidates, and in each part there 
are annually more failures than successes. About 500-600 candi- 
dates complete the Associateship examination each year. 

The Fellowship examination, which follows, is open only to 
those who have qualified for Associateship. The examination is in 
three sections, demanding two years of part-time study. Associates 
who have qualified in the General branch devote the first year 
to a specialist study of one class of insurance. Associates qualified 
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in a specialist branch of commercial insurance are required to study 
other classes of insurance. Thus the Associate who qualified in the 
Accident branch must submit himself to examination in the broad 
principles and practice of marine, fire, and life insurance. The sec- 
ond section of the examination is spent in studying more general 
subjects, such as insurance administration, accounts and finance, 
economics, and commercial and company law, of which three must 
be chosen. The third section of the examination is an essay paper, a 
wide choice of subjects being set. Between 100 and 200 candidates 
qualify for the Fellowship each year. The Institute now has about 
4,000 Fellows and 9,000 Associates. 

In addition to the major examinations described briefly above, 
the Institute also conducts annual examinations in French and 
Spanish and in advanced technological subjects for fire surveyors. 
Only a handful of candidates present themselves for these additional 
examinations, however, in comparison with the 11,900 who entered 
for the major examinations in 1957. The Institute also has in con- 
templation a scheme of simpler examinations in the rudiments of 
the principal classes of insurance for industrial-insurance agents. 
It remains to be seen how many candidates these will attract. 


Tuition 

Examinations are of course only a test of the end-product of 
any educational system. How do the 12,000 men and women who 
submit to the Institute’s examinations prepare for their entry? The 
answer is somewhat surprising to those unacquainted with the 
British educational system. At least four-fifths of the candidates 
rely solely on correspondence courses which they obtain either from 
the Institute itself or from a commercial correspondence college 
which prepares students for many different kinds of examinations. 
Reliance on correspondence courses is common in Great Britain 
for candidates at professional examinations in which written work 
overwhelmingly predominates over oral tests. Would-be account- 
ants, lawyers, and bankers also prefer to rely on correspondence 
courses for their preparation. Examinations for call to the bar, to 
take a curious example, do not include any viva voce examination. 

The Institute does not approve excessive reliance on postal tui- 
tion and does its utmost to mitigate the disadvantages of corres- 
pondence tuition, by seeking to combine it, wherever possible, with 
oral classwork. The Institute has a Tuition Service under a Director 
of Education, which is responsible both for correspondence courses 
and for the organisation of oral courses. One difficulty in setting on 
foot oral classes is the wide range of the Institute’s syllabus which 
includes upwards of 100 separate subjects. Only in the largest 
insurance centres is it possible to get together sufficient students 
under a competent instructor for many of these subjects. In London 
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the Institute conducts its own classes for a few hundred students. 
In London and elsewhere the Institute, with the aid of its local 
bodies, collaborates with the public education authorities in forming 
insurance classes. These are now provided in about a dozen cities. 
In most places the correspondence courses serve as text-books for 
the classes. It is probable that about 2,000 students now take part 
in oral classes, and the number is slowly growing year by year. The 
classes are all held in the evenings. 


Study in Working Time 


A development that has followed the Second World War has 
been the granting of facilities by insurance employers for daytime 
study. For some years after the war many employers agreed to 
release their younger employees on one, two, or three afternoons a 
week for the purpose of supervised private study for the Institute’s 
examinations. This scheme was designed to accelerate the pro- 
fessional studies of men coming back from the forces, but its opera- 
tion was not confined to them. Each year about 1,000 students bene- 
fited. The scheme has now been discontinued though a few em- 
ployers still continue with it in their own offices. 

The Institute provides in two or three large cities short courses 
of lectures in the elements of insurance for the benefit of newcomers 
to the business, and these attract a few hundred enrollments each 


year. 

Since 1951 the Institute has also been experimenting with the 
provision of short, full-time courses for young insurance men re- 
leased by their employers for periods of four to eight weeks. The 
courses are mainly designed as an introduction to insurance for 
newcomers. In the session, 1956-57, 184 students took part. Encour- 
aged by the success of its experiments, and on the basis of promises 
of support from employers, the Institute has decided to extend this 
section of its work. It has therefore established a College of Insur- 
ance, appointed a Principal, and found premises in a London sub- 
urb. There is every reason to hope for the success of the experiment. 

In another direction the Institute seeks to cater for the educa- 
tional needs of its older members. Those interested in research or 
advanced studies may join advanced study groups or seminars 
which investigate a problem of the business or a historical subject 
and publish a report. At present, in London, 200 members are tak- 
ing part in current groups. For those whose interests are less 
recondite, the Institute conducts a series of short educational con- 
ferences, lasting about 48 hours, in different parts of the country. 
These conferences dea] with topics such as reinsurance, marine in- 
surance, or the relation of nuclear energy to insurance. They attract 
about 1,200 members annually. Here again they are held, at least 
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partially, in employers’ time. Reports embodying the papers read 
at some of these conferences are published from time to time. 


Other Activities 


Another activity of the Institute lies in sponsoring a series of 
text-books on aspects of insurance for which no adequate books 
exist. This is done in conjunction with a firm of commercial pub- 
lishers. The Institute has also published, since 1897, an annual 
Journal. 

Local institutes have many activities, such as the organization 
of weekly or monthly lectures and of visits to factories or the like 
for inspection purposes. They also organize many social and sport- 
ing functions and provide a training ground for committee work. 

The Institute has a large reference library in London from 
which books can be borrowed within Great Britain and Ireland, if 
necessary by post. Local institutes have small libraries of their own 

Institute work is financed from three sources: the annual sub- 
scriptions payable by individual members, regular donations from 
insurers, and fees for tuition and examination entry. 

From this brief description it will be seen that The Chartered 
Insurance Institute, as well as being a professional association, per- 
forms many of the functions of a technical university. Its Hall in 
the City of London, built in 1934, is the nerve-center of British 
insurance education. It is possible to argue that the comprehensive 
nature of the Institute’s facilities has retarded a consciousness on 
the part of some insurance companies of the desirability of compre- 
hensive internal training schemes. However, competition among 
insurers for recruits at a time of overfull employment has in recent 
years stimulated several companies to noteworthy efforts in this 
respect. Most of their plans are linked to the Institute’s examina- 
tions. 


Company Training Schemes 

The most highly developed company training scheme is that of 
the Royal-Liverpool & London & Globe group. All male newcom- 
ers are treated as trainees rather than as clerks and are given ex- 
perience in different departments over the first three years of their 
employment. The group maintains a residential training college 
which is attended by the trainees for short periods, and intensive 
preparation for the Institute’s examinations is also provided. Special 
courses are conducted for older specialist-employees such as claims 
inspectors. 

Other groups which have training schools of their own include 
the Norwich Union, the Provincial, and the Crusader. Some com- 
panies, such as the Alliance and the Cornhill, rely for part of their 
training schemes on the Institute's full-time courses for instruction 








84 The Journal of Insurance 


of the type that might be given at a company training school. Many 
companies conduct courses, varying in duration from a fortnight 
to six months, for potential fire surveyors or inspectors. Inspectors 
in British practice are the business-getters who represent an insur- 
ance company in any locality. 

Some companies confine formal training to young employees 
who show special promise. A few have schemes for university gradu- 
ates. 
One part of the field not so far described is that relating to in- 
dustrial insurance agents. Perhaps the most comprehensive training 
scheme for these agents is that operated by the largest company in 
the field, the Prudential, which employs upwards of 10,000 of them. 
The Prudential employs a Chief Training Officer and nine full-time 
Staff Training Officers. The company maintains 15 training centres, 
spread over the country. New agents, after four months’ experience, 
undergo an 18-day course, attendance being spread over a period 
of seven or eight months, except where they live in remote places, 
when a similar course is administered in a concentrated period of 
12 days. The course is a comprehensive one. It includes instruction 
in the different types of insurance, in company systems, and in sales- 
manship. Classes consist of 12-18 persons. In addition, for the 
longer-service agent, voluntary refresher courses are provided, 
while section superintendents also have periodical refresher courses. 

It cannot be claimed that company training schemes in Great 
Britain are yet as all-embracing as they should be. Only a few 
companies have full-time training officers, and in many companies 
more reliance is placed on traditional “on-the-job” training than 
experience seems to suggest is desirable. Formal training program- 
mes cost money, and it is difficult to calculate how far they add 
to the profitability of a company’s operations. One can only say 
two things. First, employers outside insurance are placing increased 
reliance on training programmes as a means of attracting recruits 
and of bringing them rapidly up to full productive capacity. Sec- 
ondly, insurance employers who have entered the training field 
appear to be highly satisfied with the results achieved and are 
tending to expand, rather than to contract, their training program- 
mes. 


Actuarial Education 


A specialized field not strictly confined to insurance is that of 
actuarial education. There is an acute shortage of qualified actu- 
aries throughout the world, and the situation does not show much 
sign of improvement as more and more young men with actuarial 
ability are tempted into technology and away from commerce. 

Actuarial education in Great Britain is the concern of two 
bodies—the Institute of Actuaries (1848) and the Faculty of Actu- 
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aries in Scotland (1856). Their examinations are similar though 
not identical. Between them they have perhaps 1,000 qualified 
members, known as Fellows (F.1.A. or F.F.A.). Tuition is provided 
mainly by their joint Actuarial Tuition Service, which provides 
correspondence courses and organises seminars or discussion groups 
where it can. There are also flourishing Students’ Societies in Eng- 
land and Scotland. Although a quarter of the entrants to the pro- 
fession are university graduates, usually in mathematics, the failure 
rate in each of the four parts of the examinations remains high, and 
the time taken to qualify is seldom less than five to six years. A high 
failure rate is inevitable with part-time study. Recognizing this, 
most insurance employers allow time during the working week for 
supervised private study. Of those who qualify quite a few are 
tempted to go out of British insurance to stockbroking or to em- 
ployers in North American or in Commonwealth countries. The 
British Government is the second largest employer of actuaries in 
the country. 


Insurance Brokers 


Little has hitherto been said about the technical education of 
insurance brokers. Entry to that occupation is unrestricted. Anyone 
may set up as an insurance broker in Great Britain without any 
special qualification. There is however a professional organisation, 
the Corporation of Insurance Brokers (1906), to which many, if 
not most, of the more substantial firms belong. The Corporation en- 
courages its younger members to take the Associateship examina- 
tion of the Chartered Insurance Institute in its General branch 
in lieu of its own former written examinations. It imposes interview 
tests in addition. A slowly increasing proportion of insurance brokers 
is thus professionally qualified. 


Conclusion 


Any educational survey must end on a note of healthy discon- 
tent. “So little done, and so much to do.” But the growing aware- 
ness of the need for insuran~e education in Great Britain which 
has carried membership of tie Chartered Insurance Institute to 
38,000 in 1957 from 28,000 in 1939, is at least a healthy sign. Britain 
is fortunate, too, in the participation of top management in Insti- 
tute affairs. From his first days in an insurance office every young 
man is nowadays made aware of the need to qualify himself for 
his chosen work. The extent to which older insurance men volun- 
tarily make themselves available to help in this work of profes- 
sional education offers the best hope for the future. 








NEWS NOTES 


“BENEFITS AND INSURANCE RESEARCH Ci:INTER— 
CALIFORNIA INSTITUTE OF TECHNOLOGY” 


Micuaet T. WERMEL 
California Institute of Technology 
Formation of the Center 


The establishment of the Benefits and Insurance Research Cen- 
ter in December, 1955, was an outgrowth of the interest shown by 
many California industrial establishments in the employee benefit 
field. Representatives of a number of companies and organizations 
suggested that the Industrial Relations Section of the California 
Institute of Technology incorporate in its program an intensive and 
continuing study of the problems involved in employee benefits. 
Despite the vast growth of benefit and insurance programs and the 
developing interest in the field, continuity of research and formal 
teaching on the related subjects generally had not been available. 
Since the activity fit within the Section’s specialized field of study 
of all phases of personnel administration, the Industrial Relations 
Section was agreeable to undertaking the new program. The Ad- 
visory Committee on the Industrial Relations Section, composed of 
members of the Board of Trustees and the Faculty, also favored 
the proposed activity. Upon the recommendation of this Com- 
mittee, the Board of Trustees of the California Institute of Tech- 
nology approved the establishment of the Benefits and Insurance 
Research Center, provided the program could be financed from out- 
side sources. : 

The financing approach followed that of the Industrial Rela- 
tions Section within which the Center would operate. While the 
Section is an integral part of the California Institute of Technology 
and performs under its basic policies, its activities are financially 
self-sustaining. Since the new activity requires additional staff, 
equipment, supplies, and other operating expenditures, funds must 
be raised to support the function. 

The Center was established on an experimental basis for a six- 
year period. It was decided that this time interval would provide 
a reasonable test of the value of the program. Funds to support 
the new activity were contributed by various sponsoring organiza- 
tions, most of which were located in California. Minimum and 
maximum limits were placed upon the amounts each organization 
might contribute annually, the ailowable yearly contribution rang- 
ing from $100 to $1,000. The lower limit was devised to eliminate 


(86) 




















News Notes 87 


the administrative problems of handling a number of small contri- 
butions, and the upper limit was established to prevent undue re- 
liance upon a few large-sum contributois. 


Scope of the Center 


Within a general framework of research and teaching, the Center 
was established to perform several major functions pertaining to 
the collection, analysis, and dissemination of information in the field 
of employee benefits and insurance. 

Basic Research: Within the initial six-year period, all aspects of 
employee benefits are to be studied in some detail. Included in the 
research activities are those programs negotiated through collec- 
tive bargaining, those established unilaterally by employers, and 
those required by law. 

Study and Analysis of Current Problems: Continuing attention 
is to be directed toward current developments and problems in ad- 
dition to those bearing longer-range implications. 

Annual Analysis of Specific Programs: Regular review and anal- 
ysis of data concerning trends in federal and state social insurance 
programs are incorporated in the research program of the Center. 

Special Discussion Meetings: It is intended that the Center 
sponsor a number of one-day workshops annually to present cur- 
rent analyses of specific programs, results of studies of current prob- 
lems, and conclusions based on fr:ndamental research. 

Courses for Development of Specialized Personnel: The Center 
participates in the Industrial Relations Section’s conference series, 
offering courses related to employee benefits and insurance pro- 
grams. Staff of the Center also assists in the Section’s regular teach- 
ing program. 

Publications: Much of the research of the Center results in pub- 
lications. The studies are prepared for release to interested persons 
and also for us the staff conference materials. 


Operational Aspects of the Center 

The Benefits and Insurance Research Center was initially estab- 
lished on a part-time basis. It undertook full-time operations in 
July, 1956. 

Organization: The director of the Industrial Relations Section, 
Robert D. Gray, provides over-all guidance for the work, coordi- 
nating the activities of the Center with others of the Section. The 
Center is headed by a Research Director, the author, who also 
holds a faculty appointment at the California Institute of Tech- 
nology. The other professional staff member assigned full-time to 
the Center is Geraldine M. Beideman, who serves as Assistant Re- 
search Director. From time to time, other staff members of the 
Industrial Relations Section participate in the Center’s research and 
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teaching activities, and experts in certain fields also are brought in 
from outside the Institute. A full-time secretary completes the Cen- 
ter’s permanent staff. 

Facilities: The Center is located within the Industrial Relations 
Section at the California Institute of Technology and thus has 
available the general library and research facilities. The Institute 
provides space, utilities, and basic services for operating the Center. 

Financing: Initially, 72 companies and other organizations con- 
tributed funds sufficient to establish the Center. On a continuing 
basis, 57 sponsors have offered regular support for at least six years. 
During the organizational period of the first year no attempt was 
made to obtain private or governmental grants to finance special 
research studies. As the program framework develops, however, it 
is expected that efforts will be made to expand the present limited 
financing by means of grant funds. 


Activities of the Center 


During the first year and one-half of operation, the Center's 
program has been directed toward making a start in the fulfillment 
of its various assigned functions. 

The rescarch program has been designed to provide for con- 
siderable diversity rather than for concentration upon a limited 
number of subjects. Research activities have encompassed several 
aspects of such benefit programs as unemployment insurance, sup- 
plemental unemployment benefits, pension planning, health and 
welfare expenditures, and wage loss measurements in social insur- 
ance. Also under study have been changes in the nature of wages, 
classification of employee benefit plans, and a comprehensive anal- 
ysis of California’s disability insurance program during its first ten 
years of operation. 

As part of the Industrial Relations Section’s 1956-57 series of 
evening meetings, the Center offered three courses for management 
personnel. One series was devoted to administering employee bene- 
fit plans; the second, to pension planning; and the third, to unem- 
ployment insurance claims handling. In conjunction with the Sec- 
tion’s annual summer conference series, the Center offered a course 
in administering an employee benefit program. Staff of the Center 
also participated in many of the Section’s other conference series 
and also in the regular classes for students of the California Insti- 
tute of Technology. In the coming year, the Center will sponsor 
five evening conference series. These courses will cover retirement 
problems, employee benefits as labor costs and employee income, 
handling of unemployment insurance claims, economics for man- 
agement, and accounting concepts for management. In addition, 
two summer conferences are scheduled, one of which will deal with 
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preparation for retirement and the other with basic problems in 
unemployment insurance. 

Some of the research studies initiated have resulted in publica- 
tions. Seven studies of the Center have been released so far, and 
two or three others will be issued in the coming few months. Two 
of the publications released have dealt with aspects of the unem- 
ployment insurance program and two others with supplemental 
unemployment benefit plans. One was concerned with classifying 
employee benefit plans in terms of their objectives and another 
with appraising and integrating employee benefits. The most recent 
study released forecast probable expenditures for health and wel- 
fare programs. 











PROGRAM OF THE 
SOUTHWESTERN LEGAL FOUNDATION 
INSURANCE LAW CENTER 


Harter L. Davis 
: Southern Methodist University 


The following article is written to acquaint the reader with the 
program of the Insurance Law Center. Many may wish to give 
assistance to the work of the Center and in turn receive benefits 
by utilizing its facilities. 

The Insurance Law Center, located at Dallas, Texas, is part of 
the Southwestern Legal Center which was created by the South- 
western Legal Foundation and the Southern Methodist University 
School of Law in 1947. Insurance is one of the five major fields of 
interest at the Legal Center. 

This institution is designed to provide a central source of in- 
formation and research materials in all phases of insurance law and 
to spearhead the development of insurance research, instruction, 
and service facilities. 

Full responsibility for the establishment and maintenance of 
the Insurance Center rests with the Southwestern Legal Foundation, 
of which Robert G. Storey is president; but full success for the 
enterprise can be achieved only through the cooperation of the na- 
tion’s insurance lawyers and other interested members of the in- 


surance industry. 


What Is the Purpose of the Center? 


The Insurance Law Center can be of outstanding value to in- 
suranee lawyers through the various services it is prepared to ren- 
der. Among these are: 

1. Creating and maintaining a comprehensive library containing 
all possible materials of value to those concerned with insurance 
lavi. A catalogue listing the material available is published along 
with periodic supplements to the catalogue. 

2. Operating a photostatic service which supplies lawyers with 
materials not available in printed form. This material will be fur- 
nished upon request, at cost, to members of The American Associa- 
tion of University Teachers of Insurance, members of the Inter- 
national Association of Insurance Counsel, members of the Insurance 
Section of the American Bar Association, to approved law schools, 
and to qualified persons or institutions engaged in insurance re- 
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3. To encourage insurance education on the graduate and 
undergraduate levels and to cooperate with the industry in plan- 
ning instruction through seminars and other educational media. 

4. In addition to its emphasis on insurance law, the library in- 
cludes major subjects relating to insurance: managerial planning 
and operation, economics, insurance medicine, actuarial, sales and 
distribution, social security, engineering, taxes, business insurance, 
and State Insurance Department reports. 


How Is the Center Organized? 


The core of the Insurance Law Center is the library housed in 
Storey Hall, the main library building at the Southwestern Legal 
Center on the Southern Methodist University campus. 

Trained personnel operate the library. As it expands it will con- 
tain not only all standard insurance publications, but important 
insurance law articles, speeches, pamphlets, briefs, memoranda, 
and other vital source materials. These are being obtained through 
the cooperation of lawyers and others interested in the progress 
and development of insurance law. Eventually the library will 
house unique and valuable material not ordinarily available in other 
law or insurance libraries. 

The library personnel is receiving the valuable help of com- 
mittees established by Mr. Will C. Thompson and Mr. Robert L. 
Dillard of Dallas, past chairmen of the Insurance Division of the 
Southwestern Legal Foundation, and their sucecssor, Mr. John L. 
Shook of the same city. These committees are comprised of leaders 
from all segments of the insurance industry. They are pooling their 
efforts and knowledge to make the Insurance Law Center a success. 

The program of the Center has been endorsed by the Insurance 
Section of the American Bar Association, and many members of 
the Insurance Section have contributed valuable insurance litera- 
ture. Officers of the Section are contributing valuable advice con- 
cerning the best development of the Center. 

The help of every interested person is needed to achieve the 
goals of the Center. Each individual contribution of materials will 
add to the common store of knowledge and information. 


How Can the Center Help You? 


The entire facilities of the library are open to the reader. The 
library may contain data not available otherwise. It may even have 
briefs on points of special interest. The librarian will check the in- 
dices and direct the user’s attention to any known published ma- 
terial dealing with subjects in which he is interested. If the material 
is not available in the user’s locality, it will be furnished at cost of 
reproduction. 








PUBLICATIONS AND RESEARCH 


Book Reviews 


PRINCIPLES OF INSURANCE. Revised Edition. By Robert I. Mehr 
and Emerson Cammack. Richard D. Irwin, Inc., Homewood, IIli- 
nois, 1957. 870 pages. $6.50. 


Reviewer: David B. Houston, Philadelphia, Pennsylvania. 


The “principles” approach is one which is gaining in popularity 
among insurance educators and is now becoming a serious rival to 
the older “line” approach. The conflict is a common one faced by 
practically every insurance teacher organizing a basic course. The 
outcome is usually a compromise, sometimes chaotic, in which 
“principles” are studied intensively for a week and then neglected 
in favor of contract analysis cn a line-by-line basis. The Mehr and 
Cammack book represents one of the attempts to employ “prin- 
ciples” as tools of analysis throughout a substantial part of the 
book and therefore is well worth examining. 

Before a critical review can be undertaken, it must be decided 
what is meant by the word “principles.” At least three different 
meanings are current: (1) a law or theorem, i.e., an element in a 
rigorous scientific theory; (2) statements of rules and relationships 
between concepts in a given field, e.g., principles of economics; 
(3) any introductory course in the social sciences regardless of 
whether or not it contains any principles as defined in (2); e.g., 
principles of transportation, principles of sociology, principles of 
insurance, etc. Principles in the sense of definition (1) do not exist 
at present in the field of insurance. It is perhaps toward definition 
(2) that the adherents of the principles approach in insurance are 
struggling. Definition (3), unfortunately, is an accomplished fact, 
since the terms basic, introductory, and principles are used synon- 
ymously to describe the first course offered in most of the business 
and social science fields. 

“This book seeks to develop principles that can be used by the 
buyer in understanding any insurance company, contract, or prac- 
tice which confronts him.” This statement indicates that the au- 
thors are using the terms, principles, in the sense of the second de- 
finition. They establish certain general concepts and then use these 
as a framework for examination throughout the book, particularly in 
the third section. The success or failure of such a venture naturally 
depends on both the generality and applicability of the concepts, 


1 Mehr and Cammack, Principles of Insurance, pp. ix-x. 
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and it is only fair to point out that writers attemping a principles 
approach are at a definite disadvantage in that there has not yet 
been established a satisfactory theory of insurance. 

The book is divided into seven sections: 

Part I. Introduction: contains 40 pages dealing with the uses 
of insurance, an overall view of the business, and a discussion of 
risk and insurance. The last is particularly good, the authors no 
doubt having profited from the inconsistencies of text-book writers 
before them. Basic definitions are especially important in a prin- 
ciples text since they will necessarily be used again. An attempt is 
made to define all terms concisely and clearly. 

Part II. Insurers: 55 pages discussing the types of insurers 
and the variations among them. The material is clearly presented 
and should be assimilated easily by the student. The treatment of 
the capital stock company is perhaps too brief. Apparently the au- 
thors assumed that the reader would already possess a knowledge 
of corporate structure. The treatment of insurer similarity and vari- 
ation is well organized, thorough, and handled with a directness 
often lacking in introductory books. 

Part III. The Insurance Contract and Its Analysis: 200 pages, 
in which an attempt is made to treat generally the legal aspects of 
the contract and the policy provisions relating primarily to cover- 
age and losses. The book must stand or fall with this section since 
it is here that the first and most significant deviation from the line 
approach occurs. Pedagogically, the authors’ treatment leaves much 
to be desired. The chapter on coverage is perhaps the most un- 
successful. Here seven aspects of coverage are used as the basis 
for analysis, while four different insurance policies are used as ex- 
amples. Thus the contracts are split into seven parts, each of which 
is treated separately. This means that the student loses the sense 
of continuity within any given policy unless he is possessed of a 
phenomenal memory. 

The question naturally arises whether this criticism is implicit 
in the principles approach or one which is peculiar to this book. 
An alternative solution might have been to first establish a classi- 
fication system and define the terms of analysis independently of 
the specific contracts and then go through the fields of insurance 
on a line-by-line basis applying the system of classification in each 
case. Such a method would be in fact a mixture of the two ap- 
proaches in that each line would form a unit which would be ana- 
lyzed in terms of the principles. The proposed remedy would then 
be a partial (the authors might say a complete) abandonment of 
the principles approach. Repugnant as this may seem to some, it 
would appear to be inevitable—for if we do not teach substantive 
material what can we teach? We have no theory. We have not as 
yet agreed on conceptual terms, let alone relationships between 
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these terms. All of which amounts to saying that you cannot teach 
principles when there are no principles established. 

Notwithstanding the shortcomings cited above, the principles 
approach is academically much more tenable than the line approach 
in that it attempts to give the student a mechanism useful in the 
solution of insurance problems in general, rather than teaching 
policy provisions which are continually being revised. What is re- 
quired in order to produce a strong basic text in insurance is further 
work in that impractical field: insurance theory. 

Part IV. The Fields of Insurance: 250 pages on all lines of in- 
surance. This section is weak for two reasons: first, a principles text 
deemphasizes lines, the result being a generally superficial treat- 
ment; second, a substantial portion of the material ordinarily found 
in a line discussion has already been introduced in the principles 
seotion and consequently the reader is continually being referred 
back to Part III for definitions and explanations. 

Part V. Buying Insurance: 80 pages on how to buy all types of 
insurance. Here the authors give a thorough and competent dis- 
cussion of the basic rules of insurance buying which should be use- 
ful to the student in both his personal and business affairs. They 
include a chapter on the purchasing of property-liability insur- 
ance, an area which is usually neglected. Also by re-grouping ma- 
terial found in different parts of the original edition they have 
created a new chapter on how to choose the insurer and the agent. 
In that these choices are an integral part of the insurance buyer’s 
problem, this is an improvement in the logical organization of the 
book. 

Part VI. Company Organization and Operation: 140 pages on 
the structure and functions of insurance companies. This section is 
a readable, lucid, and accurate treatment of areas which often 
represent stumbling blocks to students. Particularly satisfying are 
the discussions of rate-making and reserves (financial management ) 
which emphasize the similarities of these concepts among the vari- 
ous lines of insurance rather than the differences. Furthermore, all 
of the important basic notions are discussed verbally and only rela- 
tively simple arithmetical examples are given. This allows the 
teacher the option of including or omitting a complicated mathe- 
matical explanation in his classroom lecture. A criticism could be 
made of the authors’ classification of types of rate-making, which is: 
judgment rating; manual rating; and merit rating. These classes are 
exhaustive but not mutually exclusive since it is possible to make a 
manual rate which is based on judgment or a merit rate which is 
based on judgment. The chapter on “Paying the Claim” is less suc- 
cessful than the others since loss provisions and practices vary so 
sharply from line to line. 

Part VII. Insurance: 60 pages on the history and regulation of 
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insurance. The value of the chapter on the history of insurance de- 
pends on the particular teacher’s philosophy of education. If it 
were used, it should probably be introduced much earlier in the 
course. The discussion of regulation is thorough, the only question 
here relates to the order of presentation. Is regulation to be re- 
served as the last topic to be studied or should it be introduced at 
an early stage of the course? The answer would presumably depend 
on the overall organization of the course material. 


Having completed an analysis of the book by sections, the re- 
viewer must point out what appears to be one major omission—a 
discussion of the law of negligence. Scattered throughout the book 
are references to this topic; but even if they were grouped together, 
the treatment would still be inadequate. Negligence itself is given 
a cursory examination, but most of the legal concepts associated 
with it are not mentioned at all. The authors may have assumed a 
knowledge of negligence law on the part of their readers. How- 
ever, in terms of the students for whom this book is primarily 
designed (“those who are interested in a broad general knowl- 
edge of insurance as an economic and business institution” *) this 
is an unwarranted assumption. 

To those teachers who are already familiar with Principles of 
Insurance via the original edition, it can be said without reserva- 
tion that the revised edition represents a material improvement in 
terms of organization and areas covered. The new chapters on 
Group Insurance and Multiple-Line Coverages are outstanding ex- 
amples. In addition, practically every chapter has been expanded 
and partially rewritten with resulting clarity of presentation. 

While certain sections are excellent, the weakness of Part III 
should not be minimized. This portion of the text, in which the 
principles are applied as analytic tools, is the least successful and 
will probably increase rather than diminish the problems associated 
with the teaching of a basic course. 


PROPERTY INSURANCE. By S. S. Huebner and Kenneth Black, Jr. 
Fourth Edition. Appleton-Century-Crofts, Inc., New York, 1957. 
xxvi + 568 pages. $5.50. 

Reviewer: Robert Hitchman, Assistant Treasurer, Northwestern 
Mutual Insurance Company. 


Dr. Huebner’s Property Insurance has been a standard text for 
over 45 years. It was published first in 1911, issued in a revised 
edition in 1922, rewritten and brought up-to-date in a third edition 
in 1938, and now is presented in new, enlerged form. As stated in 


2 Ibid., p. ix. 
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the preface of the fourth edition, “Events of recent years have pro- 
duced tremendous changes in the field. Changes will continue at a 
rapid pace, and thus certain material will be out of date before the 
book completes the publishing process. Because of this, principles 
and basic concepts, which to a considerable extent perpetuate them- 
selves, have been emphasized. In addition, consideration has been 
given to the impact of the multiple-line trend on the various lines 
of insurance as well as specific coverages affected thereby.” 

It is particularly important that principles and basic concepts 
of insurance are given special attention in this volume. For while 
practices will change from year to year, insurance principles stand 
as firmly in these days of nuclear reactor coverage as they did in 
the time of Nicholas Barbon—and woe to the insurer that neglects 
them! Yet recently, during a surge of major changes in the in- 
dustry, some individuals in responsible positions have been inclined 
to overlook insurance principles or to slight them. In the com- 
petitive race between insurers, loose practices have developed. Al- 
ready these have resulted in problems that will take far longer to 
solve than to create. Company operating results for 1956 evidence 
the penalties of unwarranted rate reductions, unduly liberal forms, 
and short-sighted underwriting practices. 

For these reasons, the new edition of Property Insurance might 
well be studied by old-timers in the industry as well as by those 
just venturing into it. A re-reading of the book would remind the 
former of the great importance of principles and basic concepts, 
which are discussed in this volume in a clear, straight-forward man- 
ner. 

Further, to read this fourth edition would provide many in the 
industry with perspective on current developments in comprehen- 
sive and block policies, “all risk” covers, and other multiple-line inno- 
vations. The authors handle these subjects deftly: describing them 
satisfactorily in general terms, without getting enmeshed in the de- 
tails that are so subject to rapid (and sometimes almost unpre- 
dictable) change. 

Two chapters in the third edition were devoted to inland marine 
insurance (pages 492-522). The fourth edition has twice as many 
chapters on the subject (pages 340-381). This is timely and impor- 
tant, as is a new chapter on aviation insurance. 

One subject is treated in a surprising manner. The text on re- 
ciprocal insurers is carried over verbatim from the 1938 edition. 
No recognition is made in the change in practice that has occurred 
in this field since the third edition first appeared. It is true that a 
few pure reciprocals still operate in the manner described in Prop- 
erty Insurance. In these inter-insurance exchanges a separate ac- 
count is maintained for each member; there is a proration of ex- 
pense and loss costs among members; and on retirement from the 
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exchange, each member can withdraw his share of “surplus” or 
undivided deposits. 

Today a number of reciprocals are doing business according to 
the operating pattern Doctors Huebner and Black describe. But by 
far the bulk of “reciprocal” business is written by organizations best 
described as unincorporated mutuals managed by attorneys-in-fact. 
There is complete mingling of funds and accounts in these—in fact, 
no separate members’ accounts are maintaine |; there is no proration 
of expenses or losses by insured; no individual has claim to any 
portion of the surplus funds, which are the property of the organiza- 
tion; and—under specific provision of state insurance codes—such 
reciprocals issue non-assessable policies. 

The fact that the authors have not reported this development 
in Property Insurance is not noted here because the matter is of 
great importance. It is merely an interesting technicality, men- 
tioned for two reasons: first to illustrate that changes are coming 
so rapidly in the insurance industry that few things—except prin- 
ciples and basic concepts—remain static. What was true yesterday 
may not be true today: insurance finally has become a fluid opera- 
tion, and tradition is becoming a less important factor each year. 

The second reason reciprocals are mentioned is to call attention 
to the changing concept of inter-insurance exchange operation. 
This has not been widely publicized nor discussed at length in 
print. The study of the transition in the nature of reciprocal insurers 
might well serve as the subject for a doctoral dissertation. 

In this edition of Property Insurance the authors have effected 
notable improvements in the order in which material is presented 
in the book. There is a comprehensive bibliography and an excellent 
index. The volume will be a most valuable tool for the instructor, 
an excellent text for the student and for insurance buyers, and also 
—as a refresher—for the members of insurance company staffs. 


TRENDS AND PROBLEMS IN THE DISTRIBUTION OF PROPERTY-LIA- 
BILITY INSURANCE. By John S. Bickley. The Bureau of Business Re- 
search, College of Commerce and Administration, The Ohio State 
University, Columbus, Ohio, 1956. 71 pages. $2.00. 

Reviewer: Kenneth Black, Jr., Professor of Insurance, Georgia State 
College. 


Professor Bickley’s study directs needed attention to the market- 
ing process in property-liability insurance. The purpose of the study 
is to consider the changes which are taking place in the insurance 
business and the adjustments to the changing market conditions 
which individual firms are making to maintain their competitive 
position. The study is almost exclusively based on personal inter- 
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views with executives and other management personnel of property- 
liability insurance companies. 

Traditionally, the agency system has provided the main vehicle 
for the distribution of property-liability insurance. Consequently, 
considerable attention is directed by Professor Bickley to the funda- 
mental question of possible modifications of the agency system to 
enable agency companies to meet the competition of specialty and 
direct writing companies. The move toward multiple line under- 
writing, electronic accounting, and other trends which are reshap- 
ing the insurance business today, are interwoven in the discussion 
of this basic question. In addition, the author presents current man- 
agement thinking regarding methods of improving product design, 
the problem of producing an expanding sales force of high quality, 
the exploitation of new sales outlets, the question of policyholder 
and public relations, and the productive possibilities of a vigorous 
advertising program. 

In general, the study is excellent. It focuses attention on the 
marketing processes and should stimulate further investigation in 
appropriate areas. The study should also be of value to teachers of 
insurance as it presents a concise summation of: (1) the current 
methods of distribution, (2) the problems and trends in this area, 
and (3) the pros and cons of many argumentative issues. In ad- 
dition, industry personnel should find this study helpful and author- 
itative since it brings together in an organized fashion the thinking 
of many top-level industry executives. Thus, the study serves to 
crystallize and organize current thinking and provides the founda- 
tion for further investigation which will form the basis for current 
action. 


INSURANCE AGENCY OWNERSHIP. By George S. Hanson. National 
Association of Insurance Agents, New York, 1956. 


Reviewer: John Douglas Long, Associate Professor of Insurance, 
Indiana University. 


A local property insurance agency is in some respects a paradox. 
An agency is strictly a personal service business, yet it may have 
enormous value to a total stranger. The business is built on the legal 
base of a principal-agent relationship, yet the agent builds the 
business for himself perhaps even more than for his principal. 
Goodwill represented in the expirations is the predominant asset, 
yet this asset is seldom entered in the agency books of account— 
even when the goodwill has been “bought and paid for.” 

This paradox perhaps accounts in large part for the heavy vol- 
ume of inquiries about agency ownership directed over the years 
to the National Association of Insurance Agents. These inquiries, 
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in turn, led to the publication of this excellent book, the pages of 
which hold many answers to questions about expirations, valuation, 
form of organization, taxation, partnership agreements, and buy- 
and-sell agreements. As the preface suggests, much of the ma- 
terial was developed by John F. Neville during his tenure as Execu- 
tive Secretary and General Counsel of the NAIA. Mr. George S. 
Hanson, the incumbent General Counsel, completed the final manu- 
script for publication. The collaboration of these two individuals 
produced a highly useful and easily readable book on a subject 
of crucial importance to every actual or potential local property 
insurance agent. 

Approximately the first half of the book is devoted to the unique 
concept of ownership by the agent of his expirations. An array of 
cases is cited and explained to show how the ownership idea de- 
veloped. Attention is given to “custom and usage” in the handling 
of expirations when agents change hands and to the “peculiar” 
relationships between the companies and their agents. The status 
of the general agent insofar as expirations are involved, the effect 
of an agent’s unpaid company balances, and the relation of expira- 
tions to non-competing covenants are other points covered by the 
cases cited. 

Two timely morals can be drawn from the legal history. First, 
while “custom and usage” in some instances may be sufficient to 
establish ownership of expirations by an agent, “custom and usage” 
virtually defy definition and proof. Second, inclusion of an express 
provision about ownership of expirations in the agency agreement 
is the easiest and best way to avoid disagreement. Mr. Hanson 
makes the striking observation that, despite the sharp need for such 
an express provision, many agency agreements even today have no 
such provision. This absence is made all the more conspicuous, he 
suggests, by the emphasis and publicity given to some model 
clauses by NAIA. 

Any digest of the evolution of legal concepts is necessarily some- 
what formidable. In this book, however, the historical treatment 
of this concept over about a half century of litigation is exception- 
ally clear and easy to follow. Of all of the commendable qualities 
in this book, the readily understandable history of the expirations 
concept deserves the heartiest endorsement. 

The second half of the book provides a wealth of suggestions 
on (1) evaluation of an agency, (2) choice of form of agency organ- 
ization, (3) contents of partnership agreements, (4) anticipation of 
income tax liability on agency acquisition or disposition, and (5) 
methods of preserving an agency’s life. The book is not in the style 
of a manual which purports to answer automatically all questions 
on insurance agency ownership. Mr. Hanson emphasizes the differ- 
ences among agencies and the inapplicability of standard formulas 
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and pat answers. In his generalizations, however, he succeeds in 
focusing attention on troublesome problem areas and in offering de- 
finitely helpful suggestions. The explanation given to the relevant 
income tax features of the 1954 Internal Revenue Code is particu- 
larly pertinent. 

In summary, this book was written about local property insur- 
ance agencies for the benefit of local property insurance agents. 
Unquestionably, its publication constituted a substantial and long- 
needed service to the community of agents. Its grateful readers, 
however, will be no means be limited to insurance agents. This 
book is a welcome and significant addition to the growing body 
of insurance literature. 


UNEMPLOYMENT INSURANCE. By Margaret S. Gordon and Ralph 
W. Amerson. Institute of Industrial Relations, University of Cali- 
fornia, Berkeley, 1957. 87 pages. $ .50. 

Reviewer: Geraldine M. Beideman, Industrial Relations Section, 
California Institute of Technology. 


Designed to provide “a readable, up-to-date account of our 
American unemployment insurance program” for employer and 
labor representatives, public officials, and other interested groups 
who need a general working knowledge of the program, the pamph- 
let contains an excellent discussion of the essential aspects of un- 
employment insurance. The study states the objectives of the pro- 
gram, traces its origins, and discusses its evolving features. The 
work also examines the unresolved issues as they relate to possible 
eventual modifications in the program. The authors’ presentation 
of the development of the program demonstrates well Edwin E. 
Witte’s characterization of the American unemployment insurance 
system as a “historical product rather than a logical conception.” 

As an introduction, the authors outline the problem of unem- 
ployment, the forms it may take, and the means of alleviating and 
preventing it. Unemployment insurance is presented as “a part of 
a group of policies designed to promote a high level of employ- 
ment in a free society.” The development of the federal-state sys- 
tem of unemployment insurance is described, with attention being 
given to the objectives and requirements of the federal unemploy- 
ment insurance tax program. Many of the ways in which the federal 
law influences state laws are enumerated. While the federal program 
permits important variations among the state programs in benefit 
levels, eligibility provisions, and other features, certain general 
principles have influenced all the state laws, according to the au- 
thors. Important among these principles are: (1) Unemployment 
compensation is limited in amount and duration. (2). Benefits are 
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payable as a matter of right to eligible workers. (3) Benefit levels 
are in principle related to a worker’s previous earnings. (4) Com- 
pensation is provided to those workers unemployed through no 
fault of their own and who have a genuine labor force attachment. 
(5) Funds for benefit payments generally are accumulated through 
payroll taxes levied on employers. The authors note that these prin- 
ciples are sufficiently broad, however, to permit considerable varia- 
tion in interpretation and practice among the states. 

Following the discussion of over-all program characteristics and 
the federal-state relationships, the study examines the coverage 
aspects and eligibility considerations. Special emphasis is given to 
the problem of availability for work. Benefit amounts and their 
duration and the financing of unemployment insurance also are 
covered in the discussion. 

The significant changes that have taken plece in the types of 
employment covered by unemployment insurance since the incep- 
tion of the program are noted. Mentioned is the fact that the 
liberalization of coverage provisions in unemployment insurance 
has been less extensive than that of the federal old-age program. In 
terms of the number of workers covered by unemployment insur- 
ance, much of the increase since 1938 is attributed by the authors 
to the expansion of industrial employment rather than to the sub- 
stantial broadening of coverage provisions. 

The subject of eligibility for benefits is treated quite fully, 
possibly because of fairly widespread concern about disqualification 
provisions and the extent of fraud. Particular emphasis is given to 
the principles underlying the provision of availability for work and 
to the body of doctrine that has been evolving on this issue. 

Attention also is given to the benefit formulas in the state un- 
employment insurance programs and to the changes that have taken 
place in weekly benefit amounts and duration of benefit payments 
since the inception of the programs. The authors note that increases 
in benefit provisions have lagged behind rising wage levels; and 
thus, average weekly benefits in rccent years have amounted to a 
substantially smaller proportion of average weekly wages in covered 
employment than was the case during the early period of the pro- 
gram. Duration provisions, on the other hand, are noted to have 
been liberalized substantially over the past two decades. The close 
relationship between benefit provisions and the financing of the 
program has, it is pointed out, given rise to considerable resistance 
to increases in benefit awards and duration. 

Unemployment insurance financing is covered in some detail, 
with attention being given to the payroll tax provisions, unemploy- 
ment insurance costs, experience rating, and reserves. In reference 
to costs, the authors suggest that the measure of benefits to taxable 
wages is less meaningful now than it was when taxable wages more 
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nearly approximated total wages in covered employment. While 
annual earnings have increased, generally the payroll tax continues 
to apply only to annual earnings of $3,000 or less. The ratio of bene- 
fits to total wages in covered employment is offered as a more sig- 
nificant measurement. 

To round out the discussion of unemployment insurance, a chap- 
ter on supplemental unemployment benefits is included. The dis- 
cussion contains a summary of the general characteristics of the 
plans and gives some attention to eventual developments in supple- 
mentation and the impact the plans may have upon state programs 
of unemployment insurance. 

Perhaps the most interesting chapter in the study is the one 
devoted to a discussion of unresolved issues. Because unemploy- 
ment insurance for a variety of reasons remains the most contro- 
versial program in the social insurance field, many essential program 
features are subjected to continuing proposals for modification. 
In their discussion, the authors consider possible future trends in 
the extension of coverage, indicating that firms employing less 
than four workers and employees of state and municipal gov- 
ernments and nonprofit organizations probably will be brought 
under the program in the near future. They consider coverage of 
self-employed persons and of agricultural and domestic workers, 
however, to be less likely. 

In regard to eligibility provisions, the authors foresee an up- 
ward adjustment of minimum earnings provisions to correspond to 
increases in wage levels but indicate that the future of disqualifica- 
tion provisions is less clear-cut. The authors believe that the major 
issue in coming years will be concerned with benefit levels, par- 
ticularly in regard to maximum benefit provisions. The absence of 
agreement over criteria for determining benefit adequacy is, they 
maintain, the chief problem in the controversy. They hold out hope 
that statistical studies now underway will furnish significant find- 
ings bearing on this problem. It also is suggested that the benefit 
formulas negotiated for supplemental unemployment benefit plans 
may have some influence upon legislative actions concerning benefit 
levels. 

In regard to possible changes in financing provisions, the authors 
believe that while experience rating likely will be continued, seri- 
ous consideration will be given to substantial modifications. Among 
the debated changes in experience rating are the issues of zero rates 
and of noncharging provisions. Probably figuring importantly in 
future legislative discussions also will be the inauguration of tax 
formulas which would prevent the raising of tax rates during pe- 
riods of business recession. Other financing issues mentioned in- 
clude the need to raise the maximum annual earnings to which 
the payroll tax applies and the possibility of including provisions 
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to tax employees as well as employers. Also touched on is the ques- 
tion of adequacy of the unemployment insurance program during 
periods of severe unemployment. 

A valuable addition to the pamphlet is the inclusion of a chap- 
ter containing suggestions for further reading. Works dealing with 
general program aspects are cited, as are those concerned with more 
specialized problems. 

The study offers a thoughtful, concise presentation of the sub- 
ject of unemployment insurance for the use of persons concerned 
with the general aspects of the program. While the technical mat- 
ters are not examined in detail, sufficient discussion and examples 
are included to provide the careful reader with an over-all under- 
standing of the program, its problems, and its eventual develop- 
ment. It might be mentioned that the most recent unemployment 
insurance program data in the pamphlet relate to the 1955 state 
amendments since the study was completed prior to the end of the 
1957 legislative sessions. The 1957 changes in state programs do not 
in essence affect the discussion of the program; rather, they give 
added significance to the section dealing with unresolved issues in 
unemployment insurance. 








Selected Insurance Articles * 


Life and Disability Insurance 


THE DISCOUNT METHOD OF SIMPLIFIED PROGRAMMING. By Arnold 
Berg, Agency Vice-President, Indianapolis Life Insurance Com- 
pany. Journal of the American Society of Chartered Life Under- 
writers, Volume X, Number 3, 1956. 


Summary: The author recognizes the valuation problem in dis- 
cussions of life insurance programming and offers a simplified 
discounting procedure which combines interest and mortality as- 
sumptions into a single discount factor through equivalent rates 
and life expectancy. He also provides examples to demonstrate 
the reliability of this approximation with respect to the limited 
meaning of attained age valuation. 


STOCK-PURCHASE PLANS FOR OTHER THAN RETIREMENT ARE GAIN- 
ING IN POPULARITY. This lead article under the section entitled 
“Taxation of Compensation” appeared in the Journal of Taxation, 
September, 1956. This section is edited by John P. Allison. 


Summary: Employees generally have just as much trouble saving 
for emergencies as they have in saving for retirement. Some 
companies, therefore, are attempting to solve this problem by 
establishing stock-purchase plans to assist their employees in 
building up personal reserves for emergencies. Certain companies 
have supplemented their retirement programs with additional 
benefits for emergencies through profit-sharing plans, stock-bonus 
plans, and stock options. Many tax advantages usually accrue to 
the recipients of such plans. 


THE LIFE INSURANCE BUSINESS IN THE NETHERLANDS. By Jan. C. 
Tupker. The Journal of the American Society of Chartered Life 
Underwriters, Fall, 1956. 


* Reviews were submitted to the Periodical Editor by the following per- 
sons: Norman L. Nordeen, The University of Wisconsin; George L. Almond, 
The Ohio State University; Ned Davis, University of Florida; William Dillard, 
University of North Carolina; Robert E. Schultz, University of Southern Cali- 
fornia; David Clint, Southern Methodist University; John Boyle, Illinois Wes- 
leyan University; Milton L. Williams, University of Illinois; E. B. Larson, Uni- 
versity of Wisconsin; Mark Greene, The University of Oregon; Ed Beauchamp, 
The University of Texas; W. James Cox, Southern Methodist University; Rudy 
Littrell, The University of Oregon; James McPherson, Boston College, H. J. 
Zoffer, University of Pittsburgh; and Carl V. Fisher. 
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-Summary;: -This article gives a compact view of life insurance in 
“The Netherlands and compares it to life insurance in the United 
States. One. striking difference is found in the relatively great 
amount of annuities sold in The Netherlands. These contracts, al- 
though perplexing to the companies because of increased lon- 
gevity, have been particularly attractive to buyers because of 
favorable tax legislation. The social security system is briefly 
analyzed. Investments are discussed in relation to type, yield, 
and government regulation. 


HOW LONG “TIGHT MONEY?” By Ray D. Murphy, Chairman of 
the Board, The Equitable Life Assurance Society of the United 
States. Address delivered at the Tenth Annual Midyear Meeting 
of the National Association of Mutual Savings Banks, New York 
City, December 3, 1956. 


Summary: It is a popular misconception that money is tight. Ac- 
tually, according to the author, our money supply as measured by 
demand deposits and currency in circulation is higher than at 
any previous time in history. It is the demand side of the money 
market which has created a tight money situation. The Federal 
Reserve Board has resisted pressure to interfere in the market, 
thus permitting the demand for funds to express itself in higher 
rates of interest. The author opposes adding a network of selec- 
tive controls to general monetary controls to hold down consumer 
credit expansion because one such control tends to lead to an- 
other. The author’s conclusion is that we will have tight money 
so long as there is a shortage in our labor force and so long as 
the present rate of industrial expansion ccntinues. 


LIFE INSURANCE AND INFLATION. By John Douglas Long, Associate 
Professor of Insurance, Indiana University, Bloomington, Indiana. 
Life Association News, September, 1956. 


Summary: The author points out that inflation provides an im- 
portant reason for an individual to enlarge his life insurance pro- 
gram. He suggests that inflation puts an upward pressure on 
the amount of insurance needed for adequate protection of the 
family and at the same time should improve the breadwinner’s 
ability to pay premiums for increased coverage. 


BRING LIFE INSURANCE INTO PERSPECTIVE WITH COMPARABLE IN- 
VESTMENT MEDIA. By O. Kelley Anderson, President, New Eng- 
land Life Insurance Company. An address delivered before the 
National Association of Life Underwriters meeting and reported 
in National Underwriter (Life Edition), September 28, 1956. 
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Summary: The author gets away from the defensive position 
which results when life insurance is compared with all forms 
and all types of investment. More realistically, the author feels 
that life insurance should be contrasted with those forms of in- 
vestment possessing the conservative characteristics of life in- 
surance. 


WHAT IS AHEAD FOR GROUP INSURANCE. A symposium consisting 
of six representatives of the life insurance business. The article ap- 
peared in Managers Magazine of LIAMA and was reported in 
the National Underwriter (Life Edition), September 7, 1956. 


Summary: This article presents a cross section of industry opinion 
regarding the direction and growth potential of the group busi- 
ness. The reader should perhaps keep in mind that the material 
was prepared for presentation to the Life Insurance Agency Man- 
agers Association membership. 


Property-Liability Insurance 


HOW COMPREHENSIVE IS AUTO COMPREHENSIVE COVERAGE? By 
William H. Levit. The Insurance Law Journal, April, 1955. 


Summary: An analysis is made of the scope of coverage which is 
provided under the comprehensive section of the automobile 
policy. The method of analysis used in this article was to examine 
court decisions which have been rendered in areas where there 
exists substantial difficulty in determining whether a particular 
comprehensive loss is covered or excluded. 


COMPENSATION AND THE AUTOMOBILE. By Gordon H. Snow, In- 
surance Council Journal, April, 1956. - 


Summary: This article is concerned with a plan for the settlement 
of damages involving the automobile. The plan is similar in theory 
to that of our present workmen’s compensation laws. The most 
evident advantage is that this plan would cover everyone with 
protection, but the cost of administering such a program would 
be a serious shortcoming. 


SPOT INSURANCE. By William E. Mooney. The Insurance Law 
Journal, April, 1955. 


Summary: This is an excellent examination of that area of lia- 
bility insurance which deals with coverage for short periods of 
time on specific motor vehicles. Recent court decisions are sum- 
marized showing the complexities arising from those cases where 
spot insurance and other insurance coverage overlap. 
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MULTIPLE LINE PROBLEMS. By Harry F. Perlet, General Manager, 
Inter-Bureau Insurance Advisory Group. An address delivered 
before the Insurance Section, American Bar Association in Dallas 
and reported in the National Underwriter (Fire and Casualty 
Edition ), September 6, 1956. 


Summary: This address deals with the many legal problems as- 
sociated with multiple line underwriting and is a brief but 
thought-provoking discussion. 


CONTRACTUAL LIABILITY AND HOLD HARMLESS AGREEMENTS. By 
Virgil R. Howell, Partner of Mund, McLaurin & Company, Inde- 
pendent Insurance Analysts, Los Angeles. An address made be- 
fore the First Annual Buyers Conference, Southern California 
Chapter, American Society of Insurance Management, September 
19, 1956. 


Summary: This address presents the pros and cons of the intricate 
and increasingly important concept of contractual liability im- 
posed through hold harmless agreements. The author indicates 
the growing complexity and ambiguity of court decisions arising 
from these agreements and points out that custom and local stat- 
utes have established these agreements in some areas. The legal 
and financial aspects of the agreements are analyzed, with vari- 
ous approaches suggested for the insurance buyer to protect his 
interest. 


RISK MANAGEMENT: NEW PHASE OF COST CONTROL. By Russell 
B. Gallagher. Harvard Business Review, September-October, 
1956. 


Summary: This article is an outline of principles for establishing 
comprehensive industrial programs to analyze, abate, cover, and 
control risk under the direction of an executive-level “risk man- 
ager.” The author attempts to solve the tremendous problem of 
minimizing industrial risk at the firm level. The conflict in philos- 
ophies between the desire to increase current production of goods, 
on the one hand, and maintenance of careful risk control on the 
other is one of the highlights of the article. 


MAJOR CHANGES IN NEW COMMERCIAL PROPERTY FORM. By Don- 
ald M. Witmeyer, Secretary, Security-Connecticut Companies, 
New Haven. Rough Notes (Fire, Casualty and Surety Edition), 
December, 1956. 


Summary: The author presents a clear explanation of this new 
form of insurance and explains that coverage under the Mercantile 
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Block Form has been broadened in the new Commercial Property 
Form which is an risk, multiple peril coverage. He points out, 
however, that the most significant change is the “all other perils” 
loading. Under this plan the agent can determine the account 
premium with relative certainty. 


PRINCIPLES OF COMPANY UNDERWRITING AND THE MECHANICS 


OF REINSURANCE. By Otis Clark. This paper was presented. at 
the 1956 Mid-Winter Campus Seminar of the Institute of Oregon 
Underwriters at the University of Oregon and reported in Pacific 
Northwest Underwriter, February, 1956. 


Summary: This article describes and analyzes the use of eight 
major types of reinsurance plans in the field of fire insurance. It 
gives special attention to the “spread of loss” plan (Carpenter 
Plan) whereby a company may spread its losses over a five year 
period and thus recover all excess losses over a fixed retention. 


Government and Insurance 


A BASTION AGAINST TYRANNY. By Lowell B. Mason. Best's In- 
surance News, January, 1957. 


Summary: The author expresses the firm conviction that the wel- 
fare of our nation and its citizens depends upon the continuance 
of our free enterprise system but that modern tyranny is taking 
the form of promises of the state to relieve the pains of compe- 
tition. His major concern is the growing bureauracy in Washing- 
ton, and he states that the recent rulings of the Federal Trade 
Commission actually favored such a bureaucracy. 


THE FLOOD PERIL AND THE FEDERAL FLOOD INSURANCE ACT OF 
1956. By Edwin S. Overman, Assistant Dean, American Institute 
for Property and Liability Underwriters. Annals of the American 
Academy of Political and Social Science, January, 1937. 


Summary: Because of recent flood disasters, public pressure has 
resulted in the passage of this government flood program. The 
flood peril on fixed property does not meet the principal requisites 
of an insurable risk, and coverage through private insurance is 
therefore unavailable. Many safeguards have been placed in the 
new act to protect private insurance interests against competition 
by the government. The author points out that a continuing study 
is called for in the act to consider means of encouraging private 
insurance companies to enter the field and in fact take over the 
entire program from the government, with or without federal 
financial support, as soon as practicable. 
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SHOULD THE FEDERAL GOVERNMENT ESTABLISH A PATTERN FOR 
WORKMEN'S COMPENSATION LAW? By Dr. Larson, Under Secre- 
tary of Labor and Mr. Christenson, President of the Minnesota 
Employees Association and spokesman for Minnesota industry 
on workmen’s compensation legislation. Duns Review and Mod- 
ern Industry, November, 1956. 


Summary: Heated controversy has been aroused by the Depart- 
ment of Labor’s “model” workmen’s compensation law. Dr. Lar- 
son presents the arguments in favor of such a law, and Mr. Chris- 
tenson points out the many fallacies of such a “model” law to be 
used by all states. 


Miscellaneous 


FOREST FIRE INSURANCE. By B. B. Hirst, Advertising Directer, 
Seibels, Bruce and Company. Northwest Insurance News, Oc- 
tober, 1956. 


Summary: After 10 years of research, Seibels, Bruce & Company, 
a South Carolina Company, issued their first timber policy early 
in 1955. This firm now has $230 million worth of timber under 
protection on the west coast. The two major types of coverages 
now available for standing timber are fire and lightning. The 
author discusses ways to reduce the premium on this new insur- 
ance. For example, such things as fire fighting crews on the in- 
sured’s property can reduce the premium by 10 per cent. 


PAPERS PRESENTED ON ATOMIC RISK. The papers were delivered 
by five atomic risk specialists at the Atomic Risk Forum sponsored 
by the Indiana Chapter of C.P.C.U. in Indianapolis, May 23, 1956. 
Annals of the Society of Chartered Property and Casualty Under- 
writers. (Special Supplement), August, 1956. 


Summary: These five specialists discuss various phases of the 
peace-time use of atomic energy as it is related to the business 
of risk bearing. Atomic risk is considered from the point of view 
of the safety of the public, the government's position in the de- 
velopmental and current stages of the problem, the role of the 
fire insurance underwriter, the role of the casualty underwriter, 
and the conclusions of the buyer of insurance. 


MONOPOLISTIC COMPETITION. By James Roland McPherson, As- 
sociate Professor of Insurance, Boston College, Boston, Massa- 
chusetts. Best's Insurance News (Fire and Casualty Edition), 
October, 1956. 
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Summary: The author views the insurance phenomena as under- 
standable only as a behavioral science and as explainable only in 
terms of the other behavioral sciences. The terms used by the 
professional economist are, therefore, applied to the structural 
organization of the insurance industry and to the marketing of 
insurance. 


WHAT PRICE INDEPENDENCE? By John Glendening, President of 
the Eastern Underwriters Association. United States Review, De- 


cember 15, 1956. 


Summary: The author discusses the dangers inherent in the aban- 
donment of cooperative rate making machinery and the substitu- 
tion of independent filings. He suggests that while strict com- 
pliance with standard rates is unrealistic, some restrictions should 
be placed on competition to avoid practices that are not in the 
public interest. He recommends increased use of trade associa- 
tions by all eligible companies. 


WHAT REINSURANCE DOES FOR THE AGENT. By Standford Miller. 
The Spectator, January, 1957. 


Summary: The author states that reinsurance (1) makes larger 
limits available, particularly for certain lines, (2) effects a pooling 
of experience and know-how, (3) develops new coverages and 
opens new fields of coverage, (4) prevents unsound rating and 
destructive competition and (5) guarantees against disaster. Per- 
haps a better title to this article would be, “What Reinsurance 
Does for the Insurance Industry.” 





Publications Received * 


HUMAN .MOTIVATION AND ETHICS. American College of Life Un- 
derwriters, 3924 Walnut Street, Philadelphia 4, Pennsylvania. 
1956. 


ESTATE PLANNING: CASES, STATUTES, TEXT AND OTHER MATERIALS. 
By A. James Casner. 2nd Edition. Little, Brown, and Company, 
Boston, Masachusetts. 1956. $11.50. 


INTRODUCTION TO OPERATIONS RESEARCH. By C. West Church- 
man, Russell L. Ackoff, and E. Leonard Arnoff. John Wiley & 
Sons, Inc., 440—4th Avenue, New York 16, New York. 1957. 
$10.00. 


INSTITUTIONAL INVESTORS AND THE STOCK MARKET, 1953-55. Com- 
mittee on Banking and Currency, U.S. Senate. U.S. Government 
Printing Office, Washington 25, D.C. 1956. 


HUMAN RELATIONS IN BUSINESS. By Keith Davis. McGraw-Hill 
Book Company, 330 West 42nd Street, New York 36, New York. 


1957. $6.50. 


UNEMPLOYMENT INSURANCE. By Margaret S. Gordon and Ralph 
W. Amerson. Institute of Industrial Relations, University of Cali- 
fornia, Berkeley, California. 1957. $ .50. 


APPRAISING AND INTEGRATING EMPLOYEE BENEFITS. By Robert 
D. Gray. Benefits and Insurance Research Center, California In- 
stitute of Technology, Pasadena, California. 1956. $1.00. 


AN ANALYSIS OF GROUP LIFE INSURANCE. By David W. Gregg. 
Revised Edition. Richard D. Irwin, Inc., Homewood, Illinois. 


1957. $3.75. 


INSURANCE AGENCY OWNERSHIP. By George Hanson. National 
Association of Insurance Agents, 96 Fulton Street, New York 36, 
New York. 1956. 


APPRAISAL AND MANAGEMENT OF SECURITIES. By Douglas A. 
Hayes. The Macmillan Company, 60 Fifth Avenue, New York 11, 
New York. 1956. $4.50. 


PROPERTY INSURANCE. By S. S. Huebner and Kenneth Black. 4th 
Edition. Appleton-Century-Crofts, New York, New York. 1957. 
$5.50. 

* Listed alphabetically by name of author or group publishing the volume. 
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FUNDAMENTALS OF FIRE AND CASUALTY STRENGTH. By Roger Ken- 
ney. 2nd Edition. Roger Kenney, Dedham, Massachusetts. 1957. 


GENERAL INSURANCE. By John H. Magee. 4th Edition. Richard 
D. Irwin, Inc., Homewood, Illinois. 1957. 


THE BENEFICIARY IN LIFE INSURANCE. By David McCahan and Dan 
M. McGill. Revised Edition. Richard D. Irwin, Homewood, IIli- 
nois. 1956. $3.50. 


PRINCIPLES OF INSURANCE. By Robert I. Mehr and Emerson Cam- 
mack. Revised Edition. Richard D. Irwin, Inc., Homewood, IIli- 
nois. 1957. $6.50. 


FACILE PRINCEPS. By Alexander Mackie. Lancaster Press, Inc., 
Lancaster, Pennsylvania. 1956. 


SETTLEMENT OPTIONS. By Harry Redeker and Charles Reid. Little, 
Brown, and Company, Boston, Massachusetts. 1957. $5.00. 


BEWARE OF THE THREE LEGGED OSTRICH: A STUDY IN BEST INVEST- 
MENTS. By Robert Scharf. Consumer Economics, Inc., Atlanta, 
Georgia. 1956. $1.25. 


EFFECTIVE LETTERS IN BUSINESS. By Robert L. Shurter. Second Edi- 
tion. McGraw-Hill Book Company, Inc., 330 West 42nd Street, 
New York 36, New York. 1957. $3.25. 


TRENDS AND CURRENT ISSUES IN SOCIAL INSURANCE. By Herman 
M. Somers and Anne R. Somers. Institute of Industrial Relations, 
University of California, Berkeley, California. 1957. 


A HISTORY OF THE MUTUAL BENEFIT LIFE INSURANCE COMPANY. 
By Milfred F. Stone. Rutgers University Press, Newark, New 
Jersey. 1957. $4.50. > 


TRAITE DES ASSURANCES TERRESTRES ET DES OPERATIONS A LONG 
TERME. By Paul Sumien. 7th Edition. Librairie Dalloz, 11 Rue 
Soufflot, Paris, 5e. 1957. $8.79. 


ECONOMIC AND SOCIAL SECURITY. By John G. Turnbull, C. Arthur 
Williams, and Earl T. Christ. The Ronald Press Co., New York, 
New York. 1957. $6.00. 


ALTERNATIVE APPROACHES TO SUPPLEMENTAL UNEMPLOYMENT 
BENEFITS. By Michael T. Wermel. Benefits and Insurance Re- 
search Center, California Institute of Technology, Pasadena, Cali- 
fornia. 1956. $1.00. 


THE BENEFIT FORMULA IN UNEMPLOYMENT INSURANCE. By Michael 
T. Wermel. Benefits and Insurance Research Center, California 
Institute of Technology, Pasadena, California. 1957. $1.00. 
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EMPLOYEE BENEFIT PROGRAMS: AN OUTLINE. By Michael T. Wer- 
mel and Geraldine M. Beideman. Benefits and Insurance Re- 
search Center, California Institute of Technology, Pasadena, Cali- 
fornia. 1957. $1.00. 


POSTWAR CHANGES IN CALIFORNIA UNEMPLOYMENT INSURANCE 
EXPERIENCE, 1946-1950 TO 1951-1955. By Michael T. Wermel. 
Benefits and Insurance Research Center, California Institute of 
Technology, Pasadena, California. 1956. $1.00. 


PROBABLE FUTURE TRENDS IN HEALTH AND WELFARE PROGRAM 
EXPENDITURES. By Michael T. Wermel. Benefits and Insurance 
Research Center, California Institute of Technology, Pasadena, 
California. 1957. $1.00. 


SUPPLEMENTAL UNEMPLOYMENT BENEFIT PLANS—THEIR ECONOMIC 
AND INDUSTRIAL IMPLICATIONS. By Michael T. Wermel. Bene- 
fits and Insurance Research Center, California Institute of Tech- 
nology, Pasadena, California. 1957. $1.00. 


BUSINESS INSURANCE. By E. H. White. 2nd Edition. Prentice-Hall, 
Inc., Englewood Cliffs, New Jersey. 1956. $7.50. 


PERSONAL ESTATE PLANNING IN A CHANGING WORLD. By Rene 
A. Wormser. 8th Edition. Simon Schuster, New York, New York. 
1955. $3.95. 











Recommended Research Projects * 


Life and Disability Insurance 


1. Analyze the trends and problems in labor-negotiated pension 
plans and review the major plans in existence. 

2. Compare the “split-dollar” plan with ordinary key man insur- 
ance as used for deferred compensation in providing retirement 
benefits to executive personnel. Under what conditions would 
each apply? What are the major trends and problems in this 
area? 


3. Analyze all methods of solving the fixed-dollar annuity problem 
and show their effect on the life insurance business. 


4. Examine the real tax advantages of life insurance, as opposed to 
tax treatment that doesn’t offer any particular advantage but 
which may sometimes be “sold” as an advantage. 


5. Trace the development of the insuring clause in accident insur- 
ance contracts, including “accident,” “accidental injury,” “acci- 
dental means,” and “external and violent.” 


6. Trace the development and decline of the premium-note system. 
Are there any modern parallels? 


Property-Liability Insurance 


1, What are the princip‘es governing merit rating? Can merit rat- 
ing in some form be extended to property-liability insurance? 

2. Why is the “care, custody, or control” hazard considered to be 
uninsurable under a liability policy? Are the assumptions cor- 
rect? 


* These topics were submitted by Dr. Joseph F. Trosper, Chairman, The 
Insurance Department, Southern Methodist University. Dr. Trosper obtained 
these recommendations through correspondence with the following persons: 
Dr. Ralph H. Blanchard, Plympton, Massachusetts; Mr. Charles T. Burney, 
Executive Assistant, Transportation Insurance Bureau; Mr. L. A. Fitzgerald, 
Director of Information, American Mutual Insurance Alliance; Dr. Mark R. 
Greene, Associate Professor of Insurance, The University of Oregon; Dr. William 
M. Howard, Professor of Insurance, University of Florida; Mr. Harold Kellar, 
Supervisor, International Trade Division, City College of New York; Mr. James 
R. McPherson, Beverly, Massachusetts; Mr. Bob Oelberg, Public Relations Di- 
rector, National Association of Independent Insurers; Mr. Robert W. Osler, 
Editor, The Insurance Salesman; Dr. Edwin S. Overman, Assistant Dean, Amer- 
ican Institute for Property and Liability Underwriters; Dr. Robert Strain, 
Professor of Insurance, The University of Texas; Dr. C. Arthur Williams, Jr., 
Associate Professor of Insurance, University of Minnesota; and Mr. H. J. 
Zoffer, Assistant Professor of Insurance, University of Pittsburgh. 
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Study the recent loss-ratio problems faced by most automobile 
insurance companies and relate the current rate structure to it. 
Study the present, complex rate-making mechanisms in property- 
liability insurance to determine whether a more simplified, 
orderly, and economic rating structure is possible and advisable. 
Analyze the uninsured motorist coverage and its relationship to 
the increasing demand for compulsory automobile insurance. 
Study the influence of farm economic factors on farm insurance. 
Review the impact upon marine insurance companies through- 
out the world of the Argentine insurance law. 

Examine the effect of a second car on total family mileage. 


The Management of Insurers 


1. 


2. 


3. 


4. 


Appraise the consequences of all-line underwriting on insur- 
ance company organization and control mechanisms. 

Develop a standard plan of top management controls for making 
long-range decisions. 

Survey the effect of electronic computer installations on man- 
agement planning and controls in the insurance industry. 
Review and evaluate the merger movement in the insurance in- 


dustry. 


The Marketing of Insurance 


1. 


e 


To what extent is the insurance industry experimenting with 
abandoning the retail system of distribution in favor of whole- 
sale methods? 

Is it true that when rates are cut the agent makes more despite 
a lower commission per thousand because he sells more? 
Examine the feasibility of group automobile and fire insurance. 
How is it possible to get the most out of the distribution dollar, 
both from the standpoint of the insurer and the sales represen- 
tative? 

What is the attitude of policyholders toward their insurers, sales 
representatives, and the loss adjustment procedure? 

Analyze the role of Lloyd’s of London in the American insurance 
market. 

How effective is institutional advertising in the insurance trade 
press? 

Study the problems facing the agency manager in operating an 
efficient office, with special reference to such factors as servicing, 
work simplification, collections, and public relations. 
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Insurance Finance 


1. Develop methods for the analysis of the common stock a in- 
surance companies and apply them to specific cases. 

2. Analyze the investment policies of a single insurance company 
in order to determine the reasons for the investment decisions 
or policies involved. 

3. Study why the liquidating values of many fire insurance com- 
panies have been above the current stock values, thereby giving 
rise to a possibility of financial profiteers ganing control for pur- 
poses ‘of company liquidations; and show the effect of “mutual- 
izing” some small stock companies in terms of this problem. 

4. Classify life insurance companies on the basis of their reserve 
valuation methods. Briefly describe the effect of each valuation 
method and make a frequency distribution showing.the number 
of companies using each method. 

5. See if a relationship can be found between the reserve valuation 
method used and other attributes of life insurance companies. 
For example, it may be that companies with large surplus ac- 
counts use methods that indicate large reserves. 


Insurance Regulation 


1. Should state licensing laws be strengthened? 

2. Study the “extra territorial” influence of the New York insurance 
law on commissions, accounting practices, and investments; and 
show its effect on competition between companies licensed in 
New York and those not operating in the state. 

3. On what basis should the value of a young life insurance com- 
pany’s stock, not actively traded, be valued for purposes of com- 
plying with insurance stock sales regulatory requirements? 


History and Structure of the Industry 

1. Prepare: a bibliography of insurance company histories and 
analyze these for similarities and differences. 

2. Measure and catalogue the degree to which the operation of 
major “independent ” insurers have influenced the practices of 
established bureau companies with regard to product develop- 
ment, pricing, and distribution methods. 

3. Analyze, in terms of relevant economic theory, why there are so 
many firms in the insurance industry and the effect of this fact. 


Risk Management 


1. Make a survey of the type of insurance coverage carried by par- 
ticular types of business enterprises; for example, a survey of 





bo 
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coverages of large manufacturing enterprises, manufacturing 
firms of moderate size, merchandising organizations, and small 
business units. Compare actual coverages with text-book theory 
and with the recommendations of risk analysts. 

Who should have the responsibility for insurance buying in a 
corporation? What level of management should the position 
occupy? The approach might be to analyze the job and survey 
the present practice of corporations. 


Insurance Education 


1, 


2. 


3. 


Evaluate insurance education in industry and show how it is 
integrated with collegiate work in this field. 

What is the function of collegiate education for business in pre- 
paring future leaders for the insurance industry? 

To what extent would a television course on the principles of 
insurance effectively reach the insurance-buying public? 


Career Aspects of Insurance 


Analyze the reactions of college students to the idea of a career 
in life underwriting. 

Analyze the reactions of college students to the recruiting ac- 
tivities of insurance organizations. 

Survey women college students to find why so few major in this 
area. 











Summaries of Studies and Research in Insurance 


Greene, Mark Richard (1955) 
Insurance Plans and Policies 


AN ANALYSIS OF CREDIT INSURANCE. By Mark Richard Greene. 
Unpublished Ph.D. dissertation, The Ohio State University, 1955. 
358 pages. 


Purpose: (1) To determine the extent to which credit insurance 
against bad debts has been used by various types of businesses; (2) To 
lain the central reasons for the limited acceptance of credit insurance; 
@) To suggest ee 2g to increase the usefulness of credit insurance; 
(4) To analyze the chief points of controversy surrounding the field. 


Materials and Methods: A thorough study of home office underwrit- 
ing procedures of the American Credit Indemnity Company of New York 
was made. This company writes a majority of all credit insurance business 
in the United States, and is the only company writing credit insurance 
exclusively. A review of the literature of it insurance, an intensive 
analysis of the credit insurance contract, and a review of court decisions 
interpreting these contracts were carried out. 

acts Presented: Premiums written and losses incurred in credit in- 
surance. The size of bad debt losses in U.S. corporations. Underwriting 
costs of credit insurance. Estimates of the percentage of sales of major 
industrial groups which were insured by credit insurance. Age analysis 
of credit insurance contracts. How loss payments are settled and adjusted. 
Analysis of the rate structure of credit insurance. Geographical con- 
centration of credit insurance. Analysis of all the arguments for and 
against credit insurance. Analysis of the underwriting philosophy of the 
credit insurance companies. The history and development of credit in- 
surance. Problems encountered in applying credit insurance to specific 
situations. Soundness of the primary loss rate. 

Conclusions and Recommendations: Credit insurance seems useful 
when a firm has a few large accounts, the failure of any one of which 
would cause a severe and crippling loss. It seems to be of limited useful- 
~~ «henge with a a diversification of eyed — an there 

no e exposure to loss in any one account. It is a utely necessary 
that individual attention be given to each firm’s credit sadiiens before 
the per can be tailored to the needs. 

e following reasons seem to be dominant in explaining the rela- 
tively small premium volume in this line: ( ») the use of deductibles that 
appear to be large in proportion to the total losses suffered; (2) the com- 
plicated nature of the contract; (3) the tendency for most firms to self- 
insure or to use alternative means to protect themselves against bad 
debts, such as factoring; (4) the absence of concerted and effective sales 
effort in promoting credit insurance; and (5) conservative emreiting. 
brought on partly by a lack of actuarily-sound rating structure and partly 
by the element of adverse selection of risks against the underwriters. 
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Sheehan, James Gordon (1955) 
Insurance Plans and Policies 


CREDIT INSURANCE FROM THE POLICYHOLDER’S POINT OF VIEW. 
By James Gordon Sheehan. Unpublished Ph.D. dissertation, The 
Ohio State University, 1955. 258 pages. 


__ Purpose: The p of this study is to evaluate credit insurance, 
i.e., the indemnifying of accounts receivable of manufacturers, wholesalers, 
and advertising agencies. The insurance is investigated from the view- 
point of the policyholder, to determine whether or not it is a desirable 
means of transferring the risk of excessive bad debt losses. 

Materials and Methods: Data were obtained by personal interview 
with executives of all known policyholder and past policyholder firms in 
the area of Southwestern Ohio, in which the leading city, Cincinnati, is 
noted for diversified industry. Five hundred questionnaires were sent to 
credit managers and a like number to presidents of firms which were con- 
sidered to be the most likely prospects for credit insurance in the region 
of concentrated investigation. Further study was conducted at the home 
offices of the only two American underwriters of credit insurance, and 
at the offices of the New York Insurance Department, which is charged 
with regulating those two insurers, who file rates jointly. 

Facts Presented: The principal reason for insuring reported by the 
present policyholders interviewed was that they insured receivables for 
the same reason that they carried fire insurance, while the major reason 
for insuring originally ascribed by former policyholders was the sales- 
manship of agents. These answers generally reflected confusion or lack of 
comprehension about credit insurance. 

main reason for discontinuance of policies by former policy- 
holders queried was that credit insurance was just an added nse of 
doing business. However, among those who had experie policy 
adjustment, the predominant cause of policy lapse was dissatisfaction 
with the adjustment procedure. The reasons for discontinuance of pol- 
icies were more ific and indicated factual analyses. 

Response was obtained from 40 per cent of the firms receiving ques- 
tionnaires. A majority of ere credit managers and presidents 
stated that their firms had no need for credit insurance, and nearly a 
fourth of them replied that the insurance was too expensive. Insurers 
find these answers important because businessmen act upon them. 

Conclusions and Recommendations: It is concluded that the great 
majority of firms truly have no need for credit insurance on all their 
accounts, as it is generally written today. It is further believed that most 
policies in force have resulted from the sales persuasion of executives 
who do not adequately understand what they have bought and the tend- 
ency to confuse credit insurance with fire insurance. Most firms need 
fire insurance because they have only one structure or but a few build- 
ings. Yet, they have self-insurance in accounts receivable, because the 
risk is spread among hundreds of thousands of accounts, Credit insur- 
ance, however, does provide relief from credit worries for many, even 
though this psychological advantage often turns to disappointment as 

licy techniques are brought to light by adjustments or other inci- 


ents. 

Notwithstanding, there is need for single-debtor insurance cover- 
age at reasonable rates, so that business in weak working-capital positions 
could transfer the risks of one or a few relatively large accounts. Yet 
present high profits of insurers from small volume suggest that only effec- 
tive competition in the field would cause noteworthy improvements along 
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Heins, Richard M. (1953) 
Insurance Plans and Policies 


AN ANALYSIS OF THE PROFESSIONAL LIABILITY RISK AND ITS IN- 
SURANCE SOLUTION. By Richard M. Heins. Unpublished Ph.D. 
dissertation, The University of Wisconsin, 1953. 539 pages. 


Purpose: To identify and measure the nature and scope of the pro- 
fessional liability exposure as it exists in the medical, legal, accounting, 
and pharmacy professions. To appraise insurance coverages available for 
meeting these exposures, with emphasis on important gaps and prob- 
lems of coverage. 

Materials and Methods: The dissertation is based on an analysis of 
court decisions, statutory provisions, and administrative rulings relating 
to the conduct of the respective professions. Well over 500 cases were 
reviewed and documented in the analysis. In addition, problems of ade- 
quate and extensive coverage were presented from an analysis of claims 
brought and paid or denied under existing policy provisions. 

Facts Presented: (1) The majority of malpractice claims have been 
brought against those in the medical profession. (2) Standards of con- 
duct im on the professional practitioner depend on court interpre- 
tation of what is the usual ordinary or reasonable conduct in similar 
circumstances by similarly trained members of the same profession. 
(3) Courts will take judicial notice of facts not entered as evidence by 
expert testimony and have generally expanded the doctrines of res ipsa 
loquitur and negligence per se in malpractice litigation. (4) The in- 
curred basis of loss indemnification presents certain distinct disadvantages 
over the discovered basis for the professional insured. Policies should 
have a clause similar to the superseded suretyship rider in the fidelity 
bond for adequate coverage. (5) The incidence of loss for professional 
malpractice will continue to be borne by the profession itself, and in- 
surance seems to be a logical solution to meeting the risk and spreading 
- loss, provided coverage keeps pace with expanded concepts of lia- 

ity. 

Conclusions and Recommendations: (1) Since negligence is unpre- 
dictable for the individual professional practitioner, insurance seems the 
best device for reducing the consequences of loss. (2), The costs of de- 
fense of valid or fraudulent claims makes the defense portions of the 
malpractice contract as important as the loss-indemnification portions. 
The ability of the practitioner to compromise claims without insurer 
intervention is implicit to a sound insurer claims pg one (3) sey 
limits have been inadequate in view of the size of judgments granted. 

limits should be made available in the domestic insurance market. 
(4) Professional associations must attempt to expand professional educa- 
tional programs for making individual practitioners aware of legal re- 
sponsibilities and obligations. 
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T Joseph F. (1956) 
aaueted ond Financial Plo ail 


TEXAS INSURANCE COMPANY FAILURES. By Joseph F. Trosper. Un- 
published manuscript, 1956. 


Purpose: To com the failure experience of Texas life insurance 
companies with the faijure experience of companies domiciled in other 
states. 

Materials and Methods: Based on reported failures in Best's Life 
Insurance Reports since 1925. 

Facts Presented: The tests of insurance company solvency by law. 
The difference between legal and practical insolvency. A classification 
Oh See S Meminte Seen a St Seteeene Pees 0 Pe eer 
were listed as failures during 1953 and 1955. A comparison of the budget 
of the Insurance Department in Texas with that of California and New 
York. Names of companies which were clearly failures according to 
Best’s since 1925, the amount in force, and the amount of the initial lien 
against reserves. 

Conclusions and Recommendations: While considerably more Texas 
life companies have failed than in any other state, no Texas life insurance 
company has ever had a lien against reserves as the result of financial 
difficulties. More than one-half of the f non-Texas life companies 
did have liens against reserves ranging from 10 to 100 per cent initially. 
The life insurance failures in Texas have, without exception, had very 
little insurance in force; whereas some non-Texas Company failures have 
been significant for their size. In fact, two out-of-state companies had 
more insurance in force when placed in receivership than all the bankrupt 
Texas life companies put together. The Texas Insurance Commissioner's 
office seems to be inadequately financed to do a good job of policing the 
insurance industry, particularly during the next six years. 
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Williams, C. Arthur, Jr. (1952) 
Actuarial and Financial Analysis 


EXPERIENCE AND RETROSPECTIVE RATING PLANS. By C. Arthur 
Williams, Jr. Unpublished Ph.D. dissertation, Columbia Univer- 
sity, 1952. 324 pages. 


Purpose: To describe, analyze, and evaluate current experience and 
retrospective rating plans in property-liability insurance. The effect of 
these plans upon rate equity was of special concern. 

Materials and Methods: Actuarial publications, particularly the Pro- 
ceedings of the Casualty Actuarial Society, were studied to determine 
the theories and history of experience and retrospective rating. Current 
rating plans of the various property-liability insurance rating bureaus 
were analyzed and personnel of these bureaus were interviewed to ob- 
tain information on the present practice of experience and retrospective 
rating. 

Facts Presented: The actuarial theories underlying experience and 
retrospective rating are presented. The major characteristics of current 
ae and retrospective rating plans are classified and described in 

etail. 

Conclusions and Recommendations: (1) There are theoretical limita- 
tions to the ability of experience rating to produce equitable rates, but 
experience rating is the most equitable individual rating method in ex- 
istence. (2) Current experience rating plans are too heterogeneous. 
(3) In part, this heterogeneity is due to language differences which do 
not affect the rates but which should be eliminated as unnecessary bar- 
riers to an easy understanding of the various plans. (4) Some of the 
plans differ from the majority use they oy from sound actuarial 
principles. The most important departures are the following: (a) there is 
no requirement that the insured develop at least the stated premium 
volume or number of exposure units during the experience period. (b) 
the plan applies only to insureds earning credits. («) the plan is not 
meant? (d) the more favorable of two possible experience periods 
is selected. (e) the expected losses in the experience rating formula 
are obtained the manual or class premiums after experience rating. 
(f) the experience modification Fm upon the percentage deviation 
of the actual losses from the expected losses, but no attention is paid to 
the reliability of the loss experience. (g) the credibility factor is related 
to the reliability of the loss experience during the rated year instead of 
the experience period. (5) Because retrospective rating is quasi-self- 
insurance, a different standard ag ta) ne to determine whe - retro- 
spective premiums are equitable. etrospective ratin ms are 
fairly homogeneous. (7) The use of the same table to Fro a the net 
insurance eae in all retrospective rating plans and for all insureds 
should be reinvestigated periodically. 


| 
| 
| 














«Students and teachers alike 

should prave this textbook for its 

clarity, balance and impartiality.” 

—writes Dartmouth University’s Professor William 
A. Carter in a review in The Journal of Finance. * 


Mehr and Osler’s 
revised edition of 


MODERN LIFE INSURANCE 


*“The authors of this revised edition of Modern 
Life Insurance set as their goal a book which 
will make both the teaching and learning of the 
subject easier for college students. In this re- 
viewer's estimate they have succeeded admirably. 
... The revised edition makes an excellent text- 
book. It is written in simple, straightforward 
language. Moreover, the authors have avoided 
the pitfalls of too much detail without being un- 
duly brief. . . . The usefulness of the book is en- 
hanced by chapter summaries and with questions 
for classroom discussion. There is a good subject 
index. Indexes of authors, books, and articles, 
and cited court cases are made available also. 
Students and teachers alike should praise this 
textbook for its clarity, balance, and impartiality.” 
THE AUTHORS: Robert I. Mehr, Professor of Eco- 
nomics, University of Illinois, and Robert W. Osler, Vice- 


President and Editor of Life Insurance Publications, The 
Rough Notes Company 


1956, 747 pages, $6.90 


The Macmillan 


60 FIFTH AVENUE, NEW YORK 11, N. Y. 
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A NEW GENERAL INSURANCE TEXTBOOK ... 
PROPERTY AND CASUALTY INSURANCE 


A Guide Book for Agents and Brokers—By Philip Gordis 


Covers all branches of the business except life insurance. Explains 
clearly and simply the purposes of the policy and the needs for the 
coverage—what the provisions mean, and why they are necessary; 
exactly what the policy covers, and how losses will be paid, with 
examples whenever necessary. 

Philip Gordis learned how to write this book through many years 
of practical insurance work in the toughest competitive market in 
the country; through constant study and, most of all, from the thous- 
ands of students who have studied under him to prepare for the 
New York state license examinations for agents and brokers. All 
information is checked against laws, rules and regulations of ALL 
STATES, and variations noted. 


This is really seven books in one: Fire and Allied Lines, Inland and 
Ocean Marine, Crime Coverages, Fidelity and Surety Bonds, Liability 
Insurance, Automobile, and Other Classes of Insurance. 


Cloth bound, 529 pages, 6” x 9” $7.50 


GUIDEBOOKS 10 GENERAL INSURANCE 


Supplemental Assignment and Source 
Reference Material — Pocket Encyclopedias 


AGENT’S FIRE INSURANCE GUIDE $2.00 


AGENT’S CASUALTY GUIDE, BY GEE $2.00 
AGENT’S AUTOMOBILE GUIDE, BY GEE $2.00 
AGENT’S BONDING GUIDE, BY GEE $2.00 


Complete Set — $6.50 


THE ROUGH NOTES COMPANY, INC. 


Insurance Publishers Since 1878 
1142 N. Meridian Street Indianapolis 6, Indiana 
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GUIDE TO 
ACCIDENT & SICKNESS INSURANCE 


by R. W. OSLER, The Rough Notes Co. 
(Co-author, “Modern Life ¢g 
Elizur Wright Award winner ) 

Supplementary text for “Principles” or the basic “Life” 
course. Collateral reading for mh, 

A brief text including all the latest developments in the 
A & S field. Particularly timely today when the number 
of new com entering this branch of the business 
makes desirable fuller treatment of it in “Principles” or 
“Life” courses. Thorough index; glossary of terms; ques- 
tions at end of each chapter. 

168 pp. Paper bound: $2. Cloth bound: $3. 
CONTENTS: Economic Importance; Policy Ingredients; Nature of 
Benefits; Policy, Standard, and Uniform Provisions; Application ; 
_— Claims; Classes; Social and Cooperative; Regulation ; 





GUIDE TO LIFE INSURANCE 


by R. W. OSLER, The Rough Notes Co. 
and C. C. ROBINSON 


Supplementary text for “Principles” course. Condensed 

erence for “Life” or advanced life courses. Collateral 
reading for Economics. 
An up-to-the-minute authority in concise, rapid rea 
style. Invaluable for supplemen assignment and col- 
lateral reading. Uneq range of material in one book. 
Perfectly organized. High-interest reading. Questions and 
problems after each chapter. 

207 pp. Cloth bound: $2.50 


CONTENTS: Cost Factors; Policies and Uses; Industrial-Group- 
Wholesale, Etc.; Policy Provisions; T: Companies; Govt. Pension 
Plans; Uses of Life Insurance; The Industry. 


THE INSURANCE SALESMAN 


Monthly LIFE—A & S Journal 
R. W. OSLER, Editor 


Published by The Rough Notes Co. 


Largest of all the Life and A & S business journals, 
with over twice as many subscribers as any other 
journal in its field requiring direct payment of sub- 
scriptions. Gives student practical view of the Life 
Insurance business, acquaints him with current prob- 
lems and trends. 


Annual subscription rate: $3. 


THE ROUGH NOTES COMPANY, INC. 


Insurance Publishers Since 1878 
1142 N. Meridian Street Indianapolis 6, Indiana 
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New York Life 


PRESENTS 


Visual Aids for 
College Classes 


3 motion pictures produced especially 
for use by Insurance teachers. 





TAILOR-MADE DOLLARS 


classroom edition 






A realistic narrative explaining the operation 
of a Planned Security Program 


Running time: 40 minutes—16 mm. sound flim 










STRICTLY BUSINESS 


classroom edition 
A personalized story describing business insurance 
and what it can mean to a partnership 
Running time: 40 minutes—16 mm. sound flim 






FROM EVERY MOUNTAINSIDE 


an institutional flim—in Technicolor 








A comprehensive view of life insurance at work—for 
the individual, his family and the national economy. 


Running time: 30 minutes—16 mm. & 35 mm. sound flim 











Mr. Robert P. Stieglitz, C.L.U. 
Assistant Vice President in charge of College Relations 
New York Life Insurance Company 
51 Madison Avenue, New York 10, N. Y. 
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eS Worried 
about Major 


Medical Expenses? 


TIAA’S New Group 
Major Medical Expense Insurance . . . 


- can help free educators from concern over the financial 
problems of medical care for themselves and their families. 





——” 


Ree 


There are many different TIAA plans available. You 
may find the TIAA Optimum Plan just right for your institution, or 
you may want to use it as a starting point from which to tailormake 
a program for your staff. In any case, TIAA’s Advisory service can 
save much time and effort for administrators, boards of trustees and 
faculty committees in developing this new protection for their staffs. 

Colleges, universities and independ- 


ent schools are eligible whether or 
Mail this for pace 8 sag Ba 
Full Details ee ve a retire- 
ment or insurance program. 


Teachers Insurance and Annuity Association 
$22 Fifth Avenue, New York 36, New York 


Please send details on MAJOR MEDICAL EXPENSE INSURANCE 


4 
| | 
| 
| Name | 
| | 
| 

4 
































4 outstanding volumes in the ae 
McGRAW-HILL INSURANCE SERIES 


ESSENTIALS OF INSURANCE LAW 


By Edwin W. Patterson, Columbia University Law School. New 
Second Edition. 539 pages, $7.50. 











business schools. With a minimum of legal language, it aims to present 
ith insurance business 


The major legal problems of the insurance contract are discussed, with a 
concise survey of governmental regulation of insurers, agents, and brokers. 


MULTIPLE-LINE INSURANCE 


By G. F. Michelbacher, President, Great American Indemnity Co. 
New Third Edition. 660 pages, $8.75. 


The most authoritative text and reference on the non-life insurance field. 
Covers such recent developments as rating problems; governmental regula- 
tion; and the broadening of the field of casualty and fire and marine in- 
surers to the writing of multiple-line insurance. 


LIFE INSURANCE 


By Joseph B. Maclean, formerly with Mutual Life Insurance Co. of 
N.Y. New Eighth Edition. 558 pages, $6.50. 


With much of the technical material simplified and condensed in this re- 
vised edition, the author describes and explains the principles of life insur- 
ance and the practical procedures followed in furnishing it. All forms of 
insurance and all types of carriers are covered. It has been a standard text 
in its field for 30 years. 


INSURANCE: Its Theory and Practice in the United States 
By Albert H. Mowbray; and Ralph H. Blanchard, Columbia Univer- 
sity. Fourth edition. 569 pages, $6.75. 


A leading text since 1930, this book presents a thorough treatment of the 
theory and practice important to all phases of insurance work. It. covers 
both private and governmental insurance and gives the student a general 
understanding of the basis of insurance, its problems, its mechanisms, and 
its practical applications. 


Send for copies on approval 


WeGrau-Rull 














BOOK COMPANY, INC. 
330 West 42nd Street New York 36, N. Y. 
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PROCEEDINGS 


The Secretary has a limited number 
of Volumes 4-20 of this Journal 


available while they last for 25c each 


Order the copies you wish. Those avail- 
able will be sent together with a statement. 

















May be obtained ON APPROVAL! 


* Loose Leaf Service 


* Revised Twice A Year 


WERBEL'S 


Genera In Gui 





* Always Up To Date 


HANDY REFERENCE GUIDE 
FOR NEW YORK STATE AND CPCU EXAMS 


MR. WERBEL received the 1951 AWARD 


given by the Brooklyn Insurance Brokers 
Associotion for outstanding service ren- 2 | i ? 
dered in the field of insurance education. , 


COST $15 





221 Hempstead Tpke., 
Each Semi-annual Revision $5.50 W. Hempstead L.!., N.Y. 


iVanhoe 1-8485 
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New Books in Insurance 


Published under the Auspices of 


THE S. S. HUEBNER FOUNDATION 
FOR INSURANCE EDUCATION 


LIFE INSURANCE SALES MANAGEMENT 


Edited by DAN M. McGILL 


An integrated series of lectures by life insurance agency [ey coments on the 
adaptation of sales management principles to the life insurance business. 
Copyright 1957. 


wnJUP DISABILITY INSURANCE 


By JESSE F. PICKRELL 


A thorough and up-to-date study of group, accident, and sickness insur- 
ance contracts, rates, reserves, underwriting, and claims. Ready in January. 


THE DEVELOPMENT OF COMPREHENSIVE 
"NSURANCE FOR THE HOUSEHOLD 


v JOHN EUGENE PIERCE 
A painstaking analysis of the evolution of an insurance policy to provide 


protection to home owners against insurable hazards. Ready in January. 
Published under the Auspices of 
THE PENSION RESEARCH COUNCIL 


CONCEPTS OF ACTUARIAL SOUNDNESS 
IN PENSION PLANS 


DORRANCE C. BRONSON 
.. snified treatment of the subject which ae Egon of actuarial 


soundnes. in modern pension planning. Copyri 
Sponsored by 
THE CONSUMER CREDIT INSURANCE ASSOCIATION 


CONSUMER CREDIT INSURANCE 


By DANIEL P. KEDZIE 


The first work to deal solely with one of the fastest rowing, controversial, 
and interesting forms of insurance. Copyright 19. 








RICHARD D. IRWIN, INC.Homewood, Illinois 





2 Popular Insurance Texts by William H. Rodda... 


FIRE AND PROPERTY INSURANCE 


By WILLIAM H. RODDA, Secretary of Transportation Rating Bureau 


DESIGNED TO MEET THE CHANGING NEEDS OF THE INSURANCE 
field today, this new text covers every important aspect of 
insurance in a new and thought-provoking manner. 


In accord with the current trend, the books give your 
students delineation of insurance by function rather than 
by traditional lines. This trend, which separates insur- 
ance according to property loss coverage and liability 
coverages, keynotes the text. And to insure flexibility, 
the author has or this functional approach so 
that it can be used with current insurance policies and 
forms used in every state. 


609 pages ° o” x 9 ° Published 1956 ° Text list $6.95 


INLAND MARINE AND TRANSPORTATION 
INSURANCE, 2nd Edition 


THIS NEW EDITION GIVES FULL INSIGHT INTO ONE OF THE 
fastest growing fields in the insurance business. The 
common and unusual insurance risks of “pro in 
motion” are spotlighted for the kinds of available pro- 
tection. 


In terms readable and easily understandable by those 
unfamiliar with insurance terminology, Mr. Rodda ex- 
plains the numerous types of property which may be 
insured under inland marine policies. These policies are 
then related to other types, such as fire, casualty, and 
wy ae in: — men. In one — ne student has 
at hi gertips important policies, forms, a 
ments, and documents from coverages based dently a 
property owners’ needs 

Approx. 576 pages ° Published, March, 1958 ° Text list $6.00 


approval copies available from— 





PRENTICE-HALL, INC. 
Englewood Cliffs, New Jersey 











